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Pioneer Wisconsin Institution 
adopts modern protective equipment 


years have not 
abated the progressive spirit of 


Tay 


And the section devoted exclu- 
sively to the bank’s own use con- 
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the First Fond du Lac National 
Bank. It now offers to the City 
and County of Fond du Lac, a new 
and thoroughly modern combi- 
nation safe deposit and security 
vault—installed by York. 


tains eight special steel lockers in 
which the tellers store the bank’s 
cash, securities, collateral and 
records. 

The rectangular vault entrance 
is equipped with special York 
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This vault contains over 1,000 
safe deposit boxes for depositors. 
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protective features. The thick 
walls of reinforced concrete are 
lined with steel. 
Forty years of leadership in 
vault engineering and manufac- 
turing have established York 
supremacy throughout the coun- 
try. The benefits of this leadership, 
and the co-operation of the York 
Engineering Staff are available to 
any bank, architect or engineer. 


YORK SAFE & LOCK CO. 
YORK, PENNSYLVANIA 
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The York Vault of the First Fond du Lac National Bank 
is shown below 
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The Money Ship Arrives 


» — [THE JOURNAL COVER ILLUSTRATION ; FROM A PAINTING BY WALTER DE MARIS]——< 


HEN “the Province of the 
Massachusetts Bay,” some- 
thing less than two cen- 
turies ago, had had its fling at paper 
money and was in consequence in a 
state of financial distress, there one 
day sailed into Boston harbor a 
staunch old_ ship 
whose coming sent a 
thrill through the 
whole settlement. For 
it was a money ship 
with a cargo of specie 
that was to enable the 
Colony to pay accu- 
mulated bills, to put 
its currency system on 
a new basis, and to 
facilitate the transac- 
tions of the merchants. 
A few years pre- 
viously, at the behest 
of the King over in 
England, the Colony 
had conducted a mili- 
tary expedition 
against Cape Breton which the 
French were holding, and the Col- 
ony had paid for the expedition 
largely in paper money, which, like 
other paper money in those remote 
times and in very modern times, 
turned out to be very unsatisfactory. 
To straighten out this bad mess, 
the Colony had asked the English 
Crown for reimbursement for the 
military expedition and, moreover, 
asked that payment be made in real 
money. 
But business was not transacted 
then with the certainty and the clar- 
ity that prevails now, so there was 


much to be considered and meditated 
over by the General Assembly of the 
Province and among the astute offi- 
cials in old England, before the mat- 
ter got up to His Majesty the King, 
and got down again to the business 
of procuring the coin and arranging 
for its shipment to this 
side. And the ships, 
depending wholly on 
favorable winds— 
though very often get- 
ting decidedly unfav- 
orable winds and 
high seas—took a 
long time to cross. 
At the best it was but 
slow business and 
trade languished 
_while man waited. 
But at last it was all 
settled and the money 

was shipped. 
There was only 
175,240 pounds ster- 
ling, approximately 
$849,914 at present day reckoning, 
but quite a fortune for the Colony 
and, as has been stated, having an 
additional value because it was hard 

money. 


S° it came about that on a day in 

September, 1749 “seventeen trucks 
were dragged up King Street (Bos- 
ton) to the treasury offices laden 
with 217 chests full of Spanish dol- 
lars and ten trucks bearing a hun- 
dred casks of coined copper,” and 
that marked the beginning of a new 
and a better era for the people of the 
Province. 
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In Chicago 
A Billion Dollar Bank 


The Continental Illinois Bank 
and Trust Company—unitingin 
one bank the personnel and the 
facilities of the Illinois Mer- 
chants Trust Company and the 
Continental National Bank and 
Trust Company—is now trans- 
acting business with invested cap- 
ital of 150 million dollars and re- 
sources exceeding a billion dollars 


CONTINENTAL ILLINOIS 
BANK AND TRUST 
COMPANY 


CHICAGO 
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The New Philosophy of Banking 


By CRAIG B. HAZLEWOOD 


President, American Bankers Association, Vice-President First National Bank of Chicago 


Banking Success Inevitably Reflects Intelligent Management. 
Thorough-Going Examination of Methods is Required to Offset 


Declining Profits. 
Other Industries Sets Example. 


N spite of the spectacular progress 

which has been made in American 

banking in the past half century, 

I am sure that no one has any false 
notions about the need for improvement 
in bank management; I am sure no one 
feels that the ultimate in banking prog- 
ress has been realized. Someone has 
well remarked, in a recent address be- 
fore a group of business leaders, that 
we can commend ourselves on our suc- 
cesses, only when we have rectified our 
faults. 

All doubt as to the necessity for a 
thorough-going examination of our bank- 
ing methods should be definitely dis- 
pelled by a review of two factors in the 
current situation: First, the decline in 
banking profits; and second, the vast ac- 
cumulation of knowledge regarding sci- 
entific management which is being so 
successfully applied in industry, but 
which banking has just begun to recog- 
nize. 

As one surveys the remarkable devel- 
opment of scientific management in in- 
dustry in the past few years, it is obvious 
that the banker has, as a matter of fact, 
too often been the hungry child outside 
the Christmas window. Every banker 


in the Mississippi Valley states has wit- . 


nessed the intense struggle which has 
been going on within the banking profes- 
sion to stem the tides of declining profit. 
During the past twenty years we have 
seen deposits increase nearly 180 per 
cent, while the investment of the stock- 
holders represented by capital and sur- 
plus has increased less than 60 per cent. 

With such a large increase in de- 
posits compared to the increase in 


Objectives 


in Chicago 
at the end of March 
bankers from twenty states 
in the Mississippi Valley 
took part in the first con- 
ference of its kind ever 
held to discuss management 
as a science. Herewith are 
presented the objectives of 
the gathering as outlined by 
the President of the Amer- 
ican Bankers Association 
who has made the improve- 
ment of operating methods 
the keystone of his admin- 
istration. 


invested capital, we might expect a 
correspondingly greater return on our 
investment. Gross profits did increase 
215 per cent which is even greater than 
the increase in deposits, but net profits— 
which constitute the ultimate test—in- 
creased only 33 per cent. Think of those 
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Application of Scientific Principles to 
Time for Pioneering Is Past. 


figures. With an increase of $2,000,- 
000,000 in deposits, the banks in the 
Middle West included in this profit sur- 
vey increased their profits by only a 
little more than $6,500,000. I am quot- 
ing from the excellent studies on banking 
costs and profits made by Mr. Andrew 
Miller, secretary of the West Coast 
Bancorporation. These studies include 
a representative group of states in the 
Mississippi Valley, whose trend is re- 
flected in banks throughout the nation. 

Translate this slight gain in total net 
profits in banking over a twenty-year 
period into a percentage of profit upon 
business handled, and you have a situa- 
tion which is all the more bitter to the 
banking profession, for during the same 
period, startling things have been ac- 
complished in the way of increased net 
profits among many of the commercial 
and industrial corporations who deposit 
with us and seek our counsel. 


Let Wisdom Run Up-Hill 


SOMETIMES wonder if it might not 

be better for us to reverse ourselves 
in this matter of counseling our cus- 
tomers and let the flow of wisdom run 
up-hill—from them to us. Or, if this 
seems too satirical a course, then certain- 
ly we should forward with all our might 
the trend now so powerfully in motion 
to apply in banking those scientific man- 
agement methods which industry has so 
successfully applied to its problem of 
declining profits. And in so doing, there 
is no single thought more important than 
this—that it is not economic conditions, 
nor environment, nor location, nor any 
other single factor upon which profits 
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hinge, so much as upon management. 

Every day we see this fact acted out 
before our eyes in business. Every- 
where we see unsuccessful concerns taken 
out of the hands of unsuccessful man- 
agers and rapidly brought over into the 
profit column through good management. 

How, then, should this problem be at- 
tacked? First, let us define it, and let 
us consider further the facts revealed 
in the survey to which I have previously 
referred. The percentage of cost for 
handling the great increase we have had 
in deposits is more than twice the per- 
centage of increase in the volume; and 
our actual profits have been reduced to 
about one-sixth of what they were on 
business twenty years ago. Only the fact 
that deposits increased at a faster rate 
than invested capital has enabled banks 
to show a fair return; and that condition 
cannot continue indefinitely. 


Making Robust Gains 


EXT, let us consider whether the 

leaders among bankers and business 
men have succeeded in finding an answer 
to the problem; and there we are on firm 
ground, for favorable results have been 
obtained in some large banks and in 
some small banks, both in cities and in 
rural communities. 

Then the problem becomes one of how 
most effectively to gather up the best 
methods and extend their application 
throughout the rank and file of our pro- 
fession; and obviously the channel 
through which to work is the state 
bankers associations, and the American 
Bankers Association which through its 
divisions, sections, commissions and com- 
mittees has already done so much to 
bring the banks of this country into the 
van of American progress. 

From the beginning, it has been the 
purpose and hope of the present ad- 
ministration that through Association 
activities the entire banking business 
might be developed towards the maxi- 
mum of usefulness, while at the same 
time making robust gains in general 
safety, in scientific cost control and in 
adequate profits. The first conference, 
devoted exclusively to commercial bank 
management, seemed precisely in step 
with the administration’s general ideal. 

Successful conferences have been held 
repeatedly by the Trust Company Di- 
vision and the Savings Bank Division, 
but the important key subject of com- 
mercial bank management still lacked 
unified treatment. Consequently, through 
the cooperation of the Clearinghouse 
Section of the American Bankers Asso- 
ciation, the meeting at Chicago was con- 
voked. 

No sooner was this conference dis- 
cussed, however, than it became evident 
that it was necessary to make the invita- 
tion a broad one. Problems of manage- 
ment are present in national banks and 
in state banks, in commercial banks, 
savings banks and trust companies. The 
complexity of modern banking requires 
that the commercial bank viewpoint and 
the general management of loans, costs 
and investments should be considered in 
practically every type of financial insti- 
tution. 
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The Hard Work Route 


HAvING determined upon the scope 
of the conference, the next problem 
was to set up a program which would 
measure up to its spirit. The task of 
this conference was to develop a new 
effectiveness in bank management; to 
study and apply whatever methods of 
scientific procedure our commercial and 
industrial corporations have proved in 
practice; to single out banks which have 
been managed with outstanding success 
and secure the story of their manage- 
ment, their problems, and their methods, 
direct from the bankers themselves. 

No one has any extravagant hope that 
efficiency or profit can be legislated into 
banking or that profit lies along any 
route other than hard work and intelli- 
gent management. I believe everyone 
will agree that a bank must be liquid 
and it must earn a profit—that it has 
no right to play fast and loose with the 
interests of its depositors through un- 
safe and unwise practices, nor to betray 
the interests of its stockholders through 
unprofitable operation. 

Our depositors have the right to ex- 
pect that the banker will know how to 
invest the bank’s assets in adequately 
diversified and well-chosen assets. Our 
stockholders have the right to expect 
that the bank will control its costs, hold 
down its percentage of undesirable busi- 
ness, properly control its credits, and 
fix its rates in accordance with the 
needs of profitable operation rather than 
competitive price-cutting. 

The results to be obtained by working 
along these lines are more than worth 
while. My position has brought me in 
touch with many cases where good man- 
agement has asserted itself with most 
gratifying results. One bank in two 
years increased its operating profits 
26.8 per cent, with an increase in gross 
earnings of only 2 per cent. Another 
gained 15 per cent in gross profits and 
out of it made a 75 per cent increase in 
net profits. A savings department 
which had been running at a loss was 
through good management enabled to 
net 1 per cent on all its funds. A com- 
mercial banking department increased 
its operating profit in two years 258 
per cent. Another bank whese net losses 
to gross income had averaged over 17 
per cent for six years reduced this item 
through two years of capable manage- 
ment to one-fifth of the former rate of 
loss. A large savings department in- 
creased the average number of trans- 
actions handled per employee 82% per 
cent. One bookkeeping department 
stepped up its efficiency over 25 per cent, 
and another 51 per cent. A collection 
department reduced its costs 36.1 per 
cent. A transit department increased 
items handled per employee 145 per cent. 
A commercial bank with deposits of 
$3,500,000, with a ratio of deposits to 
invested capital of seven and a half to 
one, specializing on quality business and 
without miscellaneous income or depart- 
ments, added almost 18 per cent an- 
nually to its invested capital. 

These achievements are the result 
of knowing how and using that knowl- 
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edge. They are attained by applying 
to banking certain precepts which we 
have long preached to our commercial 
depositors. We have learned that vol- 
ume of business means little if not linked 
with safety and profits, and that no 
bank can be of maximum service to its 
community unless it is soundly and prof- 
itably operated. 

We have discovered through long ex- 
perience that every bank must be cer- 
tain of an adequate market for its ser- 
vices; that we must not overbid against 
competition for unprofitable business; 
that net profits are more important than 
gross profits; that we must have a pre- 
cise knowledge of income, expense, labor, 
management, and each fundamental as- 
pect of our business. 

The time has come when it is impera- 
tive that we bring our banks into line 
with facts and statistics. An ignorance 
of the basic principles of sound banking 
practice, an intolerance of outside sug- 
gestions, a reluctance to cooperate with 
other bankers, an unwillingness to recog- 
nize those essentials of good manage- 
ment common to all banks—these are the 
unmistakable earmarks of a_ banking 
philosophy that has long since disap- 
peared. 

We are past the time of pioneering and 
individualism; we need no longer blindly 
grope for standards, principles and prac- 
tices, for they are here now at our com- 
mand, if we will but apply them in every 
bank in every city and in every com- 
munity. 

We are living in an age of untram- 
meled and scientific approach to banking 
problems. Let the banker who fails to 
bring his management policies into har- 
mony with sound practices remember 
that his competitor will, and that prog- 
ress will go on, with him, or over him. 
Success does not happen; neither does 
failure; both are merely the inevitable 
outward expression of management. 


Reserve Loans Increase 


ROWTH of $755,000,000 in the vol- 

ume of loans and investments of 
member banks of the Federal Reserve 
System during the final quarter of the 
year 1928 carried the total to $35,648,- 
000,000 on December 31, as shown by the 
member bank call report for that date 
recently made public by the Federal Re- 
serve Board. 

The increase for the year 1928 as a 
whole was $1,437,000,000, or about 4 per 
cent. 

Total loans of member banks, after 
having shown little change during the 
third quarter of the year, increased rap- 
idly in the final quarter, by about $830,- 
000,000, to a level of $1,270,000,000 higher 
than a year earlier, amounting on Dec. 
81, 1928 to $25,155,000,000. Total in- 
vestments declined somewhat and at the 
end of the year were $170,000,000, larger 
than at the beginning but this develop- 
ment compares with an increase of nearly 
$1,400,000,000 in the year 1927. Growth 
in the loans and investments of member 
banks in 1928 was not accompanied by 
an equivalent increase in their deposits. 
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A Profit-Making Conference 


Chicago Meeting Devoted to Commercial Bank Management 
and Designed to Aid Country Bankers Was Unique Among 
Bank Meetings. Many Practicable Aids and Methods Presented 
to the Attending Bankers Which Will Be Put Into Operation. 


66 HAVE made $5,000 by attending 
this conference,” said Dan V. 
Stephens, president of the Fre- 
mont State Bank, Fremont, 
Neb., in the course of his address as the 
final speaker before the Conference on 
Commercial Bank Management in Chi- 
cago last month. What he meant was 
that through the frank discussion of 
methods and practices by other bankers 
speaking at the conference new ways 
to more equitable banking practices had 
been revealed which are applicable at 
a profit to his own business. 

Many others might have given similar 
testimony for it was obvious that the 
developments of the five sessions of the 
conference should be—and probably will 
be—translated into vast savings and 
far-reaching betterments in banking 
practices. Nor will the better practices 
in banking which make for more profit 
and more safety be confined to the bank- 
ers of the Mississippi Valley for whom 
the conference was called, but they will 
no doubt be extended to the country as 
a whole. 

From beginning to the end the con- 
ference bristled with facts of more than 
declamatory interest. They were hard 
facts, applicable to country bankers, for 
whom the conference was called. They 
related directly to vital things and every 
speaker on the program brought to the 
conference a_ real contribution of 
thought and experience. In none of the 
meetings was there a mere perfunctory 
address or paper, which fact was evi- 
denced by the circumstance that the at- 
tendance at each session was well sus- 
tained, and throughout the conference 
was marked by the high degree with 
which the conferees concentrated upon 
the business for which they had gath- 
ered. 


Profit Producing Policies 


|= conference was opened by W. F. 
Augustine, president of the Clearing- 
house Section of the American Bankers 
Association under the auspices of which 
Section it had been called but it was con- 
ducted by Craig B. Hazlewood, president 
of the American Bankers Association, 
whose presentation of its objectives is 
printed elsewhere in this issue of the 
JOURNAL. In attendance also were John 
G. Lonsdale of St. Louis and Rome C. 
Stephenson of South Bend, vice-presi- 
dents of the association, and Richard S. 
Hawes, of St. Louis, a former president. 
H. N. Stronck, of Chicago, bank consul- 
tant, presented at length the essentials 
of a sound commercial bank at the open- 


ing session and again on the second day 
he discussed “Profit Producing Policies,” 
extracts from both of which discussions 
also appear elsewhere in this issue. J. 
S. Barton of Minneapolis participated 
in the discussion which followed. The 
afternoon session of the first day was 
devoted to the discussion of loan admin- 
istration. The first paper, “A Sound 
Loan Policy for a Country Bank,” by 
Calvin F. Schwenker, Commissioner of 
Banking in Wisconsin, is given in this 
issue. 

J. Melton Oakes, of the Homer Na- 
tional Bank, Homer, La., followed with 
a discussion of the same subject, in the 
course of which he said: 

“In some localities there seems to be a 
practice among country banks to pay en- 
tirely too much for public deposits, and 
there seems to be a tendency on the 
part of a good many banks to use that 
money for local purposes, the result be- 
ing that many banks have got into 
trouble through the misuse of public 
funds. That has been brought about 
because of the excessive price they pay 
for that money. I long for the day to 
come when some kind of legislation will 
force banks to obtain public deposits at 
a rate of interest that will enable them 
to employ the money in such a way as 
it should and still afford them a profit.” 


Why Statements? 


W. BOYDEN, vice-president 
@ Farmers State Bank, Sheffield, 
Ill., in the course of an address on “Why 
Should Statements Be Required?” said: 
“In the olden days, especially when 
roads were bad, the nearest town was 
far enough away, and to that the farmer 
went with his produce for his supplies 
and to do his banking. If he was your 
customer, he was yours alone. What 
money he had, he deposited with you, and 
when he needed a loan he came to you 
for it. That this thing is no longer true 
is proved by the too many cases of dupli- 
cate borrowing which have been the 
cause of much wailing and gnashing of 
teeth on the part of the country bankers 
who do not require financial state- 
ments.” 

Then there followed a discussion of 
the foregoing subject which was partici- 
pated in by W. R. McGaughey, executive 
vice-president, Citizens National Bank, 
Decatur, Ill.; E. D. Huxford of Chero- 
kee, Iowa; and L. W. Cox of the Dickin- 
son Trust Co., Richmond, Ind. The 
morning session concluded with these 
papers or addresses: 

“Loans to Farmers,” George J. Schal- 


959 


ler, president, Citizens First National 
Bank, Storm Lake, Iowa; discussion, 
led by C. W. Bailey, president, First 
National Bank, Clarksville, Tenn.; 
“Loans to Merchants,” Ben Johnson, 
president, Commercial National Bank, 
Shreveport, La.; discussion, led by G. 
M. McWilliams, vice-president, Citizens 
Bank, Hattiesburg, Miss.; “Ought Bor- 
rowers to Pay Off at Least Once a 
Year?” O. N. Sams, president, Mer- 
chants National Bank, Hillsboro, Ohio; 
discussion, led by W. C. Gordon, presi- 
dent, Farmers Savings Bank, Marshall, 
Mo.; address by Roy L. Bone, vice-pres- 
ident, Central National Bank, Topeka, 
Kan. 

The registration list showed an at- 
tendance of 1010 bankers, but the num- 
ber present during the sessions was, it 
is estimated, approximately 1200, and 
this attendance was not lessened during 
the evening session at which the follow- 
ing papers were presented: 

“Determining and Maintaining Proper 
Liquidity in Note Assets,” L. K. Meek, 
president, Security Bank and Trust Co., 
Ponea City, Okla.; “Group and Chain 
Banking,” Rudolf S. Hecht, president, 
Hibernia Bank & Trust Company, New 
Orleans (Mr. Hecht’s discussion of the 
group and chain bank tendency is given 
in full in this issue); “Clearinghouse 
Benefits,” W. L. Brooks, president, 
Northern National Bank, Bemidji, 
Minn.; “Credit Bureaus,” L. L. Lunen- 
schloss, vice-president, Security State 
Bank, Madison, Wis.; “Bank Manage- 
ment from the Public Viewpoint,” W. J. 
Donald, managing director, American 
Management Association, New York. 


Profit and Loss 


and loss operation was the 
general subject of the morning ses- 
sion of the second day. At the begin- 
ning, H. N. Stronck discussed “Profit 
Producing Policies,” and afterward there 
were the following papers, the session 
ending with a summarization of the 
papers of the morning by S. L. Cantley, 
Commissioner of Finance of Missouri: 
“How Much Should a Bank of $25,- 
000 Capital Earn?” W. C. Rempfer, 
cashier, First National Bank, Parks- 
ton, S. D.; discussion, led by Will Way- 
man, president, Emporia State Bank, 
Emporia, Kan.; “Can Float Losses Be 
Eliminated?” A. B. Taylor, president, 
Lorain County Savings & Trust Com- 
pany, Elyria, Ohio; discussion, led by 
R. W. Putnam, vice-president and 
cashier, Security Bank & Trust Com- 
(Continued on page 1060) 


Why Business Was Poor 


By JAMES E. CLARK 


The By-product of an Industrial Survey Came in the Form of a 
Speaker Who Unsparingly Pointed Out Basic Defects in the 
Community. Industries Driven Out on a Whim. Opportunities 
for Development Ignored. Other Chances Lost Through Stupidity. 


VERYONE in the city of Canter- 

bury knew that business was not 

good and had not been good for 

several years. It was the lack 
of jobs with some, the lack of dividends 
on local investments with some others, 
slow trade in the big stores and lagging 
collections with everyone. But it was 
not until the talk about the unparalleled 
national prosperity had elsewhere become 
a feature of newspaper and platform dis- 
cussion that there came creeping over 
the people of Canterbury the realization 
that there was something wrong with 
the community that was not wrong in 
other communities. 

Of course, they knew that there was 
nothing wrong with their automo- 
bile industry for the city had no 
automobile manufacturing, nor 
with the film industry for it had 
none, though movie houses dotted 
the whole city, nor with the life 
insurance business for there was 
no great life insurance company 
there. The town had received 
some of the stimulus of the post- 
war boom, there were plenty of 
people on the street, plenty of 
activity, lots of real estate and 
building activity, but somehow 
a going backward while they 
seemed to be going forward. 

When someone in a meeting of 
the Chamber of Commerce pro- 
posed an industrial survey to 
ascertain just where the town 
stood, how much business of all 
kinds it transacted and what op- 
portunities the community contained for 
new business, everyone listened at- 
tentively and said to himself or to his 
neighbor, “There’s a sensible fellow!” 

Save for one man upon whom the 
crowd of sponsors looked for a substan- 
tial contribution to help pay the cost, 
there was general unanimity on the sur- 
vey proposition. The exception was 
“Jim” Potter, a banker successful far 
beyond the town average. In the days 
of stone pavements he had been a paver 
—his back still showed the effects of 
that work—and he had gone on to bet- 
ter things only by his own native shrewd- 
ness. 

“I’m not for this,” he said, “but I will 
not be against it. More than that, [ll 
do my share toward paying the cost 
provided this body will agree, after this 
survey is finished and presented, to try 
a plan I have in mind to find out what 
ails us and how we can industrially im- 
prove our community. I will not say 


“You Want 
More In- 
dustries”’ 


now what my plan is. No one will be 
asked for a cent in behalf of it. It will 
commit us to no obligation and it will 
not conflict with the survey. All I ask 
is the attendance of all you men who 
are here tonight on some night in the 
future and that you patiently listen with 
an open mind to what a speaker of my 
providing will say to you. Be- 

yond that I offer nothing.” 
Months later, when the in- 


i been made 
and com- 
pleted and 
c ommented 
upon, the 
old banker one night grimly looked down 
from the platform upon what local news- 
papers called “a full meeting.” He ob- 
served that there was unusual expectancy 
as well as an unusual attendance. As to 
who his speaker was or what magic he 
was about to let loose there was no ink- 
ling. During the intervening months 
Potter had been silent and none had 
dared to question him as to his secret. 
“You are here,” said Potter, who had 
been accorded the honor of presiding, 
“as part of an agreement. When the 
industrial survey was proposed I said 
I would help provided you would listen 
to a speaker I would bring here who 
would try to help us in our earnest de- 
sire to improve our community. Now, 
having a bit of Scotch in me I have al- 
ways believed in the virtue of getting 
an outside view of things. Whenever 
my own affairs have not been to my lik- 
ing there involuntarily has come into 
my mind Burns’ couplet: 
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‘O wad some power the giftie gie us 
‘To see oursel’s as others see us.’ 

“For a long time I have thought that 
it might help us if we could get an out- 
side view of ourselves. But who could 
give it and who would give it? It should 
be someone who had demonstrated his 
own business ability in a large way, who 
knew us intimately yet had no business 
interests here—a man who knew our 
characters, our institutions, our indus- 
tries and our history. If such a man 
who knew business, who had achieved 
real success and who had the benefit of 
a perspective of this town which we our- 
selves can not have, would tell us what 
he sees, it might help us out of the 
slough we are in. I have such a man 
here, pledged to picture us as he sees 
us, to stick to our business affairs and 
to leave out the usual stuff about the 

the G-r-r-and old city and our 
wealth of history and tradition. 
We can’t change them nor can we 
found industries on them. My 
speaker comes unwillingly and 
comes only because he loves this 
town where his boyhood was 
spent. In accordance with our agree- 
ment we are to listen to him patiently 
and with open minds. I introduce to you 
Simeon Brimfield, who is going to speak 
on the subject, ‘What Ails Us.’” 


Are a Great People’’ 


“ys may be surprising ta most of you 
to know that though I Jeft here many 
years ago I still consider this to be my 
own home town and perhaps for that 
reason if for no other you will bear with 
me if I at times rub your hair the wrong 


way,” said Brimfield. “I have but one 
way of speaking—plainly, directly, and 
bluntly—therefore, my old friends here 
will not be surprised if I go directly to 
my subject. One trouble with you as 
a body is that for years you have been 
listening to speakers who have filled you 
up with ‘bull.’ You have heard for so 
many years what a great people you 
were that you have come to believe it 
yourselves. A lot of these speakers 
would have been better friends and more 
honest if they had addressed you with 
the spirit of a top sergeant drilling his 
company. 

“First I want to tell you that your 
town—and, mind you, it’s my town, too 
—has a bad name—I repeat, a bad 
name! 

“And,” he went on after pausing to 
look over his audience in which there 
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were signs of resentment, “you aren’t 
going to get rid of the bad name by 
scowling at me, nor contradicting me, 
for that bad name is something that is 
afloat. I have combated it every time 
I have encountered it and perhaps more 
than some of you men ever have had a 
chance to do. 

“Let me give you an example of it. I 
told the porter on a train one day that I 
thought I would stop off at Canterbury. 
Later I told him that I had changed my 
mind and would go through.” 

“‘Dat’s better,’ he said. ‘Dat ain’t 
no town to stop at. Dat’s de worst town 
on de whole line!’ 

“T was mad and resentful but con- 
cealed my feelings for the sake of learn- 
ing something. 

“‘Why, what’s 
Canterbury?’ 

“‘Tt’s no good, sar.’ 

“ ‘Ever live there?’ 

“‘No, sar, never did.’ 

“‘Spend much time there?’ 

“ ‘No, sar.’ 

“‘Well, how do you know?’ 

“*Ah knows from de trav- 
elers. Ah hears dem talk- 
ing about it.’ 

“What do they say?’ 

“Dey don’t say much di- 
rectly—dey growls mostly.’ 

“You have heard that 
where there is no vision the 
people perish. Perhaps you 
have thought that it applied 
only to a nation and a pret- 
ty poor no-account nation at that, 
but it applies to all peoples, I think, 
and even down to families. 

“One of the things that ails this 
town is a lack of vision.” 

A literal-minded manufacturer of work- 
ing men’s garments took hold of his spec- 
tacles and hastily readjusted them. The 
pastor of a church comfortably crossed 
his legs and glanced around with an air 
which seemed to say, “I told you so!” 

“When I say lack of vision I am talk- 
ing to my town as well as to a group of 
men assembled here—to my town mostly! 
For while most every successful man of 
business necessarily has some vision the 
chief ailment from which this com- 
munity is suffering nevertheless is a lack 
of vision. You and those who have gone 
before you too often have been like the 
man in ‘Pilgrim’s Progress,’ who raked 
muck and wouldn’t look up for a crown 
of glory.” 

Brimfield paused here and belligerent- 
ly eyed one of his audience who seemed 
to be on the point of interrupting. 

The resentful one thought better of 
starting an encounter and Brimfield con- 
tinued: 

“In the days when I wore knee 
breeches and sold newspapers about 
these streets there were half a dozen 
first-class industries that have entirely 
disappeared from the town or now are 
suffering from senile decay, notwith- 
standing the fact that the market op- 
portunities for those products have year 
by year increased and now are hundreds 
of times as large as they were when the 
industries began. Everyone of them had 


the matter with 


standard products of constant consump- 
tion. How comes it that the manufac- 
ture of these things on which people in 
other cities have ever since been mak- 
ing a good profit got away from us? 

“You once led the whole world on a 
commodity I will call ‘A,’ but not in a 
generation has it been manufactured 
here. 

“Why? 

“Lack of vision on the part of the 
employers who got the habit of looking 
with resentment on the workers. Lack 
of vision on the part of workers wh» 
were obsessed with the spirit of ‘We 
want what we want.’ Lack of vision 
on the part of the leaders of the com- 
munity who witnessed the blighting of 
this fine industry and never raised a 


hand nor a voice 
to prevent the 
catastrophe! So 
that went! 

“One of the 
best known in- 
dustries in the 
world, the Na- 
tional K. Com- 
pany, made its start within gunshot of 
this room and asked no favors of any- 
one. 


Debate” 


Too Much Noise 


some people of the neighbor- 
hood who liked a drowsy atmos- 
phere complained that this infant indus- 


try was making too much noise. Your 
municipal authorities told the officers of 
the National K. Company that they must 
stop that unseeming noise. So that little 
industry moved away to another town, 
and everyone was satisfied. When that 
industry moved you lost millions of dol- 
lars a year in payrolls. What a help 
that would be to you if you had it today 
running as you know it does on full 
time! 

‘“‘Was there a lack of vision there? The 
neighborhood where that factory was has 
been a quiet neighborhood since. I 
walked around there today and got the 


“Acrimonious Sidewalk 


same feeling that I get when I go to an 
abandoned graveyard. I doubt if in all 
the years that have intervened since the 
driving out of that industry the build- 
ings in which it was located have pro- 
duced enough revenue to pay any inter- 
est on the original investment.” 

The belligerent man had now subsided 
and a patriarchal looking old gentle- 
man on a back seat beamed joyfully. He 
remembered. 

“Once you were the biggest producers 
in the world of a food that I am not 
going to mention but you all know what 
I mean. You let that get away from you. 
True, you do a considerable business in 
it yet, but, the leadership has been 
wrested away from you. 

“Why? 

“Because you folks who are in the 
business made no improvement with 
the passage of the years. Like the 

people in the Far East, it 
never occurred to you to 
plow in any other way than 
with a crooked stick. 

“But other people saw 
the advantage of packages, 
and advertising and trade 
names and they took a big 
part of your market away 
from you. They are taking 
more every year because 
you folks will not look up. 

“T know as well as you do 
that you have of late years 

been hard hit by the changes in 
fashions which cut into the busi- 
ness of some of your factories, 
and I tell you I am sorry over 
it but here is where you are at 
fault— 

“You wanted to manufacture 
what you had always manufac- 
tured. Wool stockings, for illus- 
tration, were good _ stockings. 
People always had worn them. 

They were the logical stockings for 

winter in the greater part of the 

United States. People ought to wear 

and people must wear them and that 

was that. But fashion would not listen 

to that sort of reason. Fashion would 
have purchased from you if you made 
what the women wanted and told them 
about your products with first class ad- 
vertising in first class media, but you 
could not sense the need nor the oppor- 
tunity until after other people had the 
jump on you. 

“You must make what people want 
but even that will not save you. You 
must tell them about it. You must 
send it to them in the way that 
they want it. A nice package is half 
the goods with most women and don’t 
forget the women are the ones that make 
business. 

“Take a lesson from the mariners. On 
a sea voyage many days may pass when 
there is not a speck in sight, and the 
ocean is calm and smooth but neverthe- 
less officers and men always are looking 
ahead. That’s what business must do 
—look ahead, and give sharp attention 
to every speck on the distant horizon! 

“This town has lost a lot because it 
saved money on lookouts! Many indus- 
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tries have avoided disasters by spending 
money on lookouts. 

“So you see, my friends, that there has 
been a lot of industrial and commercial 
perishing because there was a lack of 
vision. That’s a fact and you all know 
it. Furthermore, there is some perish- 
ing going on now right under your 
noses, though I hesitate to tell you about 

“Tell it! Tell it!” exclaimed Henry 
Boskenery. He had a big department 
store and the turnover was distressingly 
slow. 


Fruit Business Neglected 


6677 HERE is some of the finest or- 

chard country on the continent in 
this part of the state. Fruit trees of 
many kinds bear abundantly, yet every 
store in town sells fruit that is grown 
thousands of miles away. I have seen 
Pacific Coast apples selling when farm- 
ers in this and nearby counties let 
friends have their crops for the pick- 
ing. Go through our country and you 
will observe that our orchards are al- 
most invariably neglected. 

“Even without the care of a_ horti- 
culturist our fruit would be just as 
tempting if we sorted, wrapped and 
packed it the way others do. With the 
same care in the orchard that is given 
by fruit growers in other parts of the 
country you would hold your own, and 
thousands of farmers would each year 
have more money to spend in your 
stores.” 

“But we aren’t farmers!” said some- 
one timidly. 

“No, but you are merchants, and mer- 
chandisers, and makers of boxes, and 
printers of labels, and advertising men, 
and there’s your product and the whole 
nation is your market! 


“The fruit industry needs leadership 
and you need business. You want more 
business. Put a business man on that 
job. It’s a fair proposition! 

“The only men who ever put this town 
on the map in a big way were farmers. 
The first statesman that this town ever 
had was a farmer and there has been 
no other since his time that has ever 
measured up to him in ability. The first 
man who ever made a name for himself 
and for his community in the state legis- 
lature was a farmer, too! I refer to 
Elijah Hawbanson and to ‘Uncle’ George, 
about whom you have heard and read 
all your lives.” 

Always it had been the custom in 
Canterbury to cheer at the mention of 
these two names. A round of applause 
greeted them but quickly died down, as 
if the audience had forgotten itself. 

“Now that applause which escaped 
you from habit and which was given 
to these names and not to me reminds 
me of a big obstacle in the way of your 
success as a city. 

“You have a great big university here 
that perhaps is doing a lot of good, but 
I am also satisfied that it is doing you 
a lot of harm. 

“IT am satisfied that every year it is 
spoiling a lot of lives of young people 
who wouldn’t be spoiled if the university 
were not here.” 

“Mr. Chairman,” exclaimed a man who 
looked like a well-fed ecclesiastic, “I am 
a trustee of the university, and I must 
object to that statement as unwarranted 
and ill-advised. I—.” 

“A bargain’s a bargain,” said the 
Chairman with a resounding whack of 
the gavel. “We are all men of our word 
here. You promised me and I promised 
my friend. 

“Go on Simeon, you are doing us 


good,”—and there was another tap of 
the gavel, like the benedictory tap which 
the chairman used to administer to every 
pavingstone before selecting another to 
place in the course. 

“If education doesn’t add to the use- 
fulness of a man, if it does not make him 
happier, doesn’t it miss the objective of 
education? As a plain business proposi- 
tion, is not someone’s time and someone’s 
money wasted?” asked Mr. Brimfield, un- 
dismayed and undaunted by the interrup- 
tion. 


They Get Degrees 


— many young folks think they 
must go to the university and get 
a degree. 
fitted for nothing in particular. 
town, therefore, has an overabundance 
of men too good for the jobs they could 
fill—not good enough for the jobs they 


They go, and they come out 
The 


would like to fill. They sit around clubs 
and homes and talk about the good 
’*varsity football teams of ’21 and ’23 
and the poor team of this year. Gen- 
erally they are working under some man 
who learned something practical—who 
learned how to shoulder responsibilities 
—while they were developing a culture 
that you could slip up on. I saw them 
while I was here and have seen them 
every year since—poor unfortunates, 
forever hamstrung by the nullifying re- 
finement of a higher education! 

“You protest, Mr. Trustee. I protest 
at the work of an institution whose grad- 
uate is more often fitted 1o be a snob 
than to be a really useful citizen! It 
is time someone debunked the waste and 
crime of education that aims at nothing 
in particular and everything in general! 

“This atmosphere of past college days 
is thought turned backward, and cannot 

(Continued on page 1023) 
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The Economy of High Wages 


By T. N. CARVER 


Professor of Political Economy, Harvard University 


An Analysis of the New Philosophy. High Wages Make Em- 
ployers Rather than Employees More Efficient. If Every Em- 
ployer Paid High Wages the Increased Purchasing Power Would 
Not Recoup Industry for the Additional Burden They Assumed. 


T sometimes happens that a man’s 

practice is better than his preach- 

ing. This applies especially to cer- 

tain great business men who are 
quite expert in the field of practical 
affairs, who are at home with problems 
of adapting means to ends, but are not 
experts in logical analysis or verbal ex- 
position. I have in mind certain pro- 
nouncements by such men on the econ- 
omy of high wages. I seem to find 
two fallacies or oversights. 

Misstatement No. 1—The assertion is 
made that by paying men higher wages 
their efficiency is so increased as to pre- 
vent any increase of labor cost, that 
sometimes it may even reduce the labor 
cost. This may mean any one of three 
things. 

First, it may mean that laborers can 
really do more and better work if they 
are better paid. 

Second, it may mean that they would 
be so afraid of losing their jobs as to 
be willing to work harder. 

Third, it may mean that if higher 
wages have to be paid, employers will 
take pains to so equip and direct their 
laborers as to enable them to turn out 
more work. 


Higher Wages Alone Do Not 
Increase Efficiency 


S to the first of these meanings: It 
is true whenever laborers are so 
poorly paid as to be undernourished or 
to be worried because of their inability 
to provide necessaries for their families. 
It is not true if they are being so well 
paid as to need more leisure in order 
to get the full enjoyment of their high 
wages. There are, of course, indepen- 
dent reasons why wages ought to be as 
high as that or higher, but among those 
reasons it would be absurd to list the 
argument that higher wages would make 
laborers more efficient. 

As to the second meaning (willing 
to work harder): It applies only to 
special cases. If an individual em- 
ployer can pay higher wages than his 
competitors, he will have two advan- 
tages which may, in some cases, com- 
pensate or more than compensate him 
for the higher wages he pays. In the 
first place, he can take his pick of the 
workers. There will be many more 
applicants for jobs than there are jobs 
to fill. He can take his pick getting 
the best of the lot, and let his com- 
petitors have the rest. Then he can gear 


NS CAXAXKARI 


HALLENGING a some- 

what general idea that 
business can raise itself by 
its bootstraps and widen 
its markets by increasing 
wage scales this ‘article 
maintains that high wages 
are the result of well 
known factors not of magic. 
High wages are created by 
creating a labor market in 
which there is a large de- 
mand for labor and a re- 
latively small supply, this 
condition obtaining where 
there are high standards of 
living, with small families 
and a restriction of immi- 
gration from low standard 
countries. 


— 


his machinery a little higher, or work 
his men a little faster, than his rivals 
with their lower grade workers will find 
possible. His labor turnover will aid 
in this process of selection. Those men 
who can stand the higher pace will be 
willing to stay for the sake of the 
higher wages. Those who cannot will! 
either quit or be discharged. In the 
long run the higher wages will enable 
this employer to keep his plant manned 
by workers who can stand the high pace. 
In the second place, his workers will 
be willing to accept a sterner discipline 
because of their fear of being dis- 
charged. Knowing that if discharged 
from their present employment they 
would not be likely to get as high wages 
anywhere else, and that there are thou- 
sands of other workers anxious to take 
their present places, they will submit to 
a discipline which others would resist. 


Not Higher Per Unit 


1 he all such cases the employer, while 
paying higher wages per person, is 
not really paying higher wages per unit 


963 


of work than his rivals. Besides, this 
increase in the worker’s efficiency is due 
to the differential wage and not to a 
high average or market rate of wages 
for all workers. If the conditions of 
the labor market are such as to raise 
the general level of wages for all em- 
ployers, no such differential advantage 
would exist. It is therefore very im- 
portant that we keep in mind the dis- 
tinction between two very different 
things, that is, between paying more 
than the market rate in order to get 
the pick of the workers and to get them 
to work: harder than other laborers 
work, and raising the general rate of 
wages in all industries. 

We now come to the third of the 
above reasons for saying that higher 
wages make possible a higher product, 
namely, that when high wages have to 
be paid, employers will find ways of 
economizing labor by superior equip- 
ment and direction. This is a common 
result of a high-wage scale. It is also 
a permissive cause of high wages, that 
is, it makes it possible to maintain a 
high-wage scale. But it really means 
that high wages for employees forces 
their employers to be more efficient. To 
say, therefore, that high wages make 
labor more efficient in this particular 
sense is to miss the point. It is the 
employers who are made more efficient. 


If Wage Workers Were the 
Only Buyers 


ISSTATEMENT NO. 2—It is some- 

times said that if every employer 
would pay high wages, the purchasing 
power of laborers would be so increased 
as to enable them to buy the products 
of industry at good prices, and that this 
would recoup employers for their high 
wage bills and make industry generally 
prosperous. 

If wage workers were the only pur- 
chasers, there might be something in this 
theory. In that case, if the total wage 
bill of the country was doubled, pur- 
chasers would have just twice the spend- 
ing money they formerly had and might 
be expected to spend twice as much. But 
suppose wage workers possess only half 
the purchasing power. Doubling the 
wage bill would only increase the total 
purchasing power of the country by 
50 per cent, even though all other in- 
comes remained the same. Manufac- 
turers would then have at the very out- 
side a 50 per cent increase in the effec- 


No Magic 
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tive demand for their products to com- 
pensate them for a doubling of their 
wage bill. 

There is, however, a possibility that 
doubling the wage bill would decrease 
some other incomes. If incompetent 
manufacturers who are unable to rise 
to higher levels of managerial efficiency 
should attempt to double wages, it is 
almost certain that their own incomes, 
in the form of 
salaries or divi- 
dends, would be 
reduced, in which 
case there might 
be no_ increase 
whatever in the 
total demand to 
compensate them 
for the increased 
wage bill. In 
short, the plan of 
increasing gen- 
eral prosperity 
by merely boost- 
ing wages has 
its practical dif- 
ficulties, even 
though it is pos- 
sible to state it 
verbally with an 
air of great as- 
surance. 

manufact- 
urer who is not 
prepared’ either 
by personal 
ability or his fi- 
nancial backing 
so to equip and 
manage his labor 
force as to ena- 
ble them to turn 
out a larger 
product per man 
cannot possibly 
pay much higher 
wages without 
bankrupting him- 
self and throw- 
ing his laborers 
out of work. 

Even if he does 

not go so far as 

to bankrupt him- 

self, but only so 

far as to reduce 

his own income, 

he would reduce 

his own purchas- 

ing power in pro- 

portion as he in- 

creased the pur- 

chasing power of his employees. If, for 
example, his whole business brings in 
$100,000 a year, and if only $50,000 of 
that goes for wages and the other $50,- 
000 to himself, there is a sum total of 
$100,000 to be spent. 


Total Sales Would Not 
Be Increased 


ae without increasing his gross re- 
turns, he raises wages to $95,000, 
keeping only $5,000 for himself, there 


is still only $100,000 to be spent. It is, 
of course, much better for the laborers 
to get $95,000 than $50,000, but there 


is no increase in the sum total of pur- 
chasing power or in the sum total of 
demand for other products. The bene- 
fits to the laborers may be vastly more 
than sufficient to compensate for the loss 
to him. That is, they may need it more 
than he does, but the market for manu- 
factured products is not increased by 
merely raising wages and correspond- 
ingly reducing other incomes. It might 


increase the demand for things needed 
by laboring people, but it would corre- 
spondingly reduce the demand for things 
desired by rich people. It might in- 
crease the sales of Fords and decrease 
the sales of Lincolns, but the total sales 
would not be increased at all. 

If instead of starting the process of 
improvement by merely boosting wages, 
which method is likely to fail, we could 
start our process of improvement at 
another point, we might accomplish 
something. Suppose that we can find, 
breed, or train a superior class of manu- 
facturers, and that this superior class 
through competition displaces the infe- 


rior class, our factories would then be 
better equipped and better managed. 
Every time a less competent manufac- 
turer is displaced by a more competent 
one, the working force is enabled to 
turn out a larger product. The new 
manufacturer will be able to pay higher 
wages than was possible under the old 
management without bankrupting him- 
self. This new employer can pay high 
wages to all his 
working force 
without reducing 
his own income 
purchasing 
power. The total 
purchasing 
power of all en- 
gaged in that in- 
dustry would 
thereby in- 
creased and they 
would be able to 
buy larger quan- 
tities of the prod- 
ucts of all indus- 
tries. If the 
other industries 
are also better 
managed and 
equipped so that 
they are turning 
out larger prod- 
ucts, they, in 
turn, will be able 
to buy more and 
more of the 
products of the 
first industry. In 
other words, in- 
creased buying 
and selling of all 
products’ will 
take place. 

This does not 
result gen- 
eral overproduc- 
tion. Logically 
there is no such 
thing. Universal 
over production 
is a logical con- 
tradiction. The 
supply of one 
thing is a de- 
mand for some- 
thing else. Uni- 
versal oversup- 
ply would mean 
universal _over- 
demand. What 
sometimes looks 
like general over- 

production is merely unbalanced or dis- 
proportionate production. If there is 
overproduction of farm products, it is 
because there is underproduction of 
something else, so that other producers 
do not have enough to exchange for all 
the farm products that are for sale. 
This can be made perfectly clear if 
we will consider simple barter economy 
instead of a money economy. In a barter 
economy, every time a purchaser brings 
something to the market he brings it 
for the specific purpose of buying some- 
thing else with it. If he comes to mar- 
ket with his own product, and does not 
(Continued on page 1053) 
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Stock Market Service Comes High 


By A. G. SMITH 


Trust Officer, The Bath Trust Company, Bath, Maine 


Banks Build Bigger Business for Brokers Without Any Return. 
Public Demand Compels Banking Institutions to Buy and Sell 


Securities for Customers. 


Despite Increased Expense Caused, 


There Is No Real Compensation. Equitable Adjustment Urged. 


T would be trite, perhaps, to say that 
the 5,000,000 to 7,000,000 share days 
of the past eighteen months have 
substantially increased the profits 

of stock exchange members. Added vol- 
ume with no reduction of commissions 
usually means augmented profits for any 
business and has a practical application 
to the members of stock exchanges. 
This is especially true since dealers and 
brokers have been to little added expense 
in increasing this business and a propor- 
tionately small expense in maintaining it. 

Inasmuch as there is little anticipa- 
tion of lowered brokerage or stock ex- 
change fees the public is little interested 
in these profits; but the banks, particu- 
larly those of the smaller towns and 
cities, are not only interested but finan- 
cially involved. It is no vapid remark 
to state that these banks have contrib- 
uted largely to the ability of the general 
public to take an active interest in the 
possibilities of the stock exchanges. 

The action of the banks has happened 
largely through their feeling toward 
service—generally a salient feature in 
both their advertising and operating 
programs. Service by banks should, of 
course, be willingly given and often vol- 
unteered, but it might be well to con- 
sider, in its application to stock exchange 
transactions, the expense it entails and 
the gain it represents. 


Banks Receive Nothing 


the bank is expected to 
act not only in an advisory capacity 
regarding investments but very often as 
a broker of both money and securities. 
In so doing it contracts the many obli- 
gations, liabilities and duties, moral 
and financial, of .the stock exchange 
member. The bank will, upon request, 
though some banks solicit this business, 
buy and sell securities for its customers 
and the public in general. Such trans- 
actions involve the expense of postage, 
insurance, correspondence, safekeeping, 
adequate recording, and are accompanied 
by definite responsibilities. Money and 
securities are received which must be 
strictly accounted for and any errors 
and their resultant losses must be im- 
mediately corrected. Prevention of er- 
rors is only reasonably assured through 
a segregated set of books, vault con- 
trols, and, where there is any appre- 
ciable volume, through separate man- 
agement. 

Before the volume reached present day 


Ane form of costly 
free service has grown 
up which gives rise to the 
challenging question asked 
here: 

If brokers are willing to 
allow a fraction of a point 
in the marketing of new 
issues for the distribution 
the banks can give them, 
why not allow the banks a 
fraction of the commissions 
on stock exchange trans- 
actions for the additional 
business and savings of 
expense that the banks can 
and do give them? 

This is a question of 
bank operation which seems 
worthy of consideration. 


POP 


proportions small banks conducted this 
service in a rather haphazard manner, 
leaving much to the mere filing of corre- 
spondence and receipts and simple cash 
accounts. The present volume and vari- 
ety of transactions precludes and inhibits 
slipshod methods and only a thorough 
system will suffice. 

For most of their service to both 
brokers and individuals, their assump- 
tion of liability, time expended and con- 
stant expense the banks receive nothing 
unless the indirect profit of gaining and 
increasing of accounts and good-will can 
be construed as adequate compensation. 
It is perfectly true that this indirect 
profit is desirable and in some cases can 
be traced to service on securities, but 
the balance has tipped too far for such 
compensation to be considered sufficient. 


Likely to Be Furtive 


N what ways can a bank obtain direct 
compensation? Refusal to do such 
business means loss of good-will. Limi- 
tation of it to a chosen few who maintain 
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good commercial or other accounts is 
obviously unfair when the bank proposes 
to treat all customers alike. The stock 
exchange rules are strict in not allowing 
splitting of commissions nor granting of 
bonuses. The practice of brokers, in ex- 
change for the bank’s stock exchange 
business, placing a non-interest bearing 
sum of money at that bank’s disposal, 
is frowned upon. Arbitrarily adding or 
deducting a fraction to or from the pur- 
chase price is certainly out of the ques- 
tion. These methods are likely to be fur- 
tive and therefore impossible. 

Participation in underwritings or con- 
cessions in new issues may be given by 
the broker for this business but the 
difference between the profit a bank 
would ordinarily make with or without 
such an arrangement is of insufficient 
significance. Reciprocal arrangements 
undoubtedly work for the benefit of both 
parties; however, they have been exer- 
cised for years without the extensive 
increase in stock exchange business. 

There are those who feel that a revi- 
sion of stock exchange rules, allowing a 
certain portion of commissions to banks 
or similar institutions, would not be im- 
proper. 

Net profits to brokers vary somewhat 
according to the efficiency of their or- 
ganizations and the nature of their clien- 
téle, but I have been given to understand 
that in general they expect a net profit 
of from 7 cents to 9 cents per share on 
stocks and from 75 cents to $1 per thou- 
sand on bonds bought or sold on the 
stock exchange. It must be borne in 
mind that this is from their general 
business rather than through banks 
alone. 


Assume Brokers’ Duties 


HEN a bank places stock exchange 

orders for its customers it relieves 
the broker of certain expenses. Not 
only does it develop for and direct to the 
broker additional business but it con- 
solidates into one large account the many 
small ones which otherwise the broker 
would deal with directly. In so doing 
the bank pays a major portion of the 
expense and detailed work of the bro- 
ker; it assumes brokers’ duties without 
receiving brokers’ fees. 

It has been estimated that a broker 
will consider his net profit at from 9 
cents to 13 cents per share and from $1 
to $1.45 per bond when dealing with a 
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What of Today? 


<q N a summer day in 1815 

a gentleman was strolling 

under the trees in a village 

in Belgium tranquilly 

reading Caesar’s Commentaries. A 

distant rumble caused him to surmise 

that a thunderstorm was impending 

—and he continued to read. He did 

not suspect that the far off’ rumble 

marked the close of one great epoch 

in the history of the world—the be- 

ginning of another. What he heard 

was the beginning of the Battle of 
Waterloo! 


If one chapter in American his- 
tory closed today and another opened 
tomorrow, how many of us, even 
with all our means of transmission 
of intelligence, would know it? 


JENNER, whose discovery 
of the way to check smallpox 
was for years assailed as a rogue, a 


charlatan and a lunatic, because 
people did not suspect that the means 
of freeing the world of a scourge 
was being offered to them. 


Whom are we persecuting today? 


On the day after Abraham Lincoln 
was born a man of the neighborhood 
is reported to have told a friend that 
there was no news in that community 
—a child had been born at Lincoln’s 
but there was no news—‘nothing 
ever happens here.” 

As long as the sun beams down 
from the high heavens into a hamlet, 
or even a hovel, other good may like- 
wise descend unto tt. 


The people of a New England 
city who smiled indulgently at Good- 
year walking about in his rough rub- 
ber shoes never dreamed that his 


idea was the beginning of a move- 

ment world-wide in its influence. 
Perhaps there is a Goodyear walk- 

ing the streets of your town today. 


When the Wright Brothers were 
developing their first flying machine 
in Dayton, an acquaintance told one 
of the brothers that ‘a machine 
which would fly could not be de- 
vised.” “But if it is ever done,” 
he added with that positiveness 
which so often characterizes pessi- 
mism, “it won’t be done by anyone 
in Dayton, Ohio.” 

“Who made you a judge?” 


When Woolworth opened a mod- 
est store with emphasis on the price 
(and let the merchandise speak for 
itself) who dreamed that he was set- 
ting in force in the United States the 
great revolution in merchandise dis- 
tribution that we call the chain store 
movement? 


W hat business, industrial or social 


revolutions are starting today—right 


before our eyes—and to what do they 
lead? 


ADICAL transformations are 

taking place in our national life; 
changes, vital to our progress and 
prosperity, vital to the preservation 
of our liberties! 

We are much given to placing and 
to reading commercial signs. Who 
can lift his eyes above these to the 
larger things of life? 

Who can read aright the signs of 
these radical transformations and 
gauge their final effects? 
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Bank Employment in Canada 
Means a Varied Career 


By J. H. SIMPSON 


He Who Assumes It Must Be a Hardy Man, Ready to Move on 
Short Notice and Be Able to Cook His Own Meals in a Pioneer 
Camp or Be Efficient in a Metropolis. Once Young Men Were 
Recruited in Scotland, But Now the Native-Born Are Preferred. 


N Canada, banking means a varied 
career. Not so colorful as in the 
service of the English banks scat- 
tered over the coasts of Cathay and 
the Indies, but more interesting, I think, 
than in the United States. If branch 
banking develops here it will have the 
effect of disturbing our comfortably 
dug-in bankers, but the fact remains 


that at present the American banker, 
stays whereas the Canadian banker is a 
bird of passage. 

“Tt’s a great life if you don’t weaken,” 
is an expression often heard in the 
Canadian bank services. It seems to be 
particularly appropriate when the 
speaker is chopping the wood for his 
breakfast fire in a tent-city of the 
North, with the sun, already high, blaz- 
ing in the azure sky, or when he is 
mushing his way to the nearest dispen- 
sary (if you know what I mean) with 
only the weird illumination of the 
Northern Lights, shedding the radiance 
of their tremulous bars yellow, and green, 
and red; while the mercury sinks out of 
sight, and the distant howl of a wolf is 
the only “sound” accompaniment to the 
motion picture of the night. 

For in the little branches scattered 
across the Northern plains or perched 
aside Columbian rivers the staff may 
number only two or three. Atop their 
crazy little shelters they, with their own 
hands, may hammer the sign “Capital 
$20,000,000. Reserve $20,000,000,” cook 
their breakfast, solemnly open the safe, 
and at 3 or 4 o’clock as solemnly lock 
it again, to idly wonder how long it will 
be before they are Inspectors at Toronto 
or Montreal. 

It’s a great life, and why should you 
weaken? Are you not chosen for your 


brawn as well as for your brain? Do 
you not have to pass two medical exami- 
nations before you are definitely ac- 
cepted in the service? 


Like to Catch Them Young 


of passage from his eight- 
eenth to his sixtieth birthday 
the Canadian banker lives more or less 
in his suit case. Rarely does he own 
a home. Of course, there is an element 
of choice; the man who displays an un- 
venturesome spirit may dig in, more or 
less comfortably, for ten or so years, 
but by so doing he is forfeiting his 
chances. To move is to advance. For 
this reason the head office points out 
that early marriages are unwise, (ad- 
vice which should not be necessary in 
these days), as inevitably the mobile 
single man “gets the jumps” over his 
tied-down confrere. 

I say from his eighteenth year, but 
as a matter of fact the banks like to 
catch their men even earlier. A sound 
high-school education is deemed suffi- 
cient as a rule, and often the future gen- 
eral managers lick their first stamp at 
sixteen. 

But recruits do not always come from 
the high-schools. Scotland has _ con- 
tributed to the cause. That was par- 
ticularly the case in the days when 
Canadian banks were opening branches 
in carload lots, back in 1909-1914, when 
applications from Scotch bankers of a 
few years’ experience were eagerly 
accepted. 

Some of the banks even had recruit- 
ing agents in Glasgow, who would select 
their material (no difficult task as the 
Scotchman’s pride in his native land is 
only equalled by his desire to leave it) 
and ship them out a dozen or so at a 
time. Picturesque chaps these Scotch- 
men were, a rugged, pipe-smoking lot, 


surrounded by a strong smell of Harris 
tweed, and ready to go anywhere. And 
go they did! To us at the head office 
they were acquaintances of but a day, 
for on the morrow they were on their 
way to Winnipeg, Calgary or Vancouver, 
for redistribution where most needed— 
which often meant some gopher-metro- 
polis with a -total population of 302. 


And the temperature about the last digit 
below zero! 

Tradition has it that the traveling 
expenses of the first Scotchman sent to 
Winnipeg set the head office standard 
for comparison. Our efforts to keep 
within this figure were hopeless from 
the start. I do not really think the head 
office expected it for the chap must 
have lived in his upper berth and sub- 
sisted on porridge three times a day. 


He Starts on Short Notice 


BU the native-born is replacing the 
heather-mixture. And the native- 
born probably serves his first year or 
two in the branch in his home town. 
Then comes a fateful day. Let us say 
he is stationed at London, Ontario— 
London-in-the- W oods—as it is sometimes 
known. A _ pleasant town, where life 
flows along well ordered channels, where 
much tea is drunk, and tennis played. 
Comes the manager with a letter from 
head office in his hand. 

“Hastings, you are to report to the 
superintendent at Winnipeg. You leave 
tomorrow.” 

Just like that! Not, “We should like 
you to arrange your affairs so that you 
will be able to go in a week or two.” 
Ch no! “You leave tomorrow!” 

And Hastings leaves. Leaves with 
something of a lump in his throat, hav- 
ing parted from his family with the feel- 
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ing that the earth has lost its solidity. 
With only his suit case and baggage 
check between him and the unknown he 
starts on his travels, which are to last 
for forty years! And it is the best for 
Hastings; when next he sees London he 
will be a man. 

At Winnipeg there is, perhaps, a little 
unpleasantness about that moving- 
expense voucher, or the day sneaked in 
Chicago, en route, (darn that Scotch- 
man!) and then the Inspector looks 
casually over his list of branches requir- 
ing fresh blood, and behold Hastings on 
his way again. Bound for High Wind, 
Alberta. 

High Wind’s climate is what is known 
as bracing, which is to say, you have to 
brace yourself to sustain it. They have 
a simple but efficient wind gage in the 
main street. It is an iron chain, sus- 
pended from a hitching-post, and it 
works this way: When the chain is 
standing out horizontally from the post, 
well, it’s windier than usual. 

As it is the autumn, the High Wind 
staff, which astonishingly numbers nine 
in a town of less than 900, is working 
day and night. The wheat is being cut. 
The wheat is being moved. Eastward 
to the Lakes, Westward to the Coast, the 
wheat is being moved and life for Hast- 
ings is just one grain ticket after an- 
other. He has no time to be homesick. 

On Sundays he learns about life from 
the teller and the Northwest Mounted 
Policeman. Before long he forgets the 
belles of London in favor of a hard- 
riding daughter of the ranch. About 
this time he has his photograph taken 
in chaps, astride a superannuated 
steed. His billiard game improves as 
his tennis deteriorates, and he is in- 
itiated into the mysteries of poker. He 


loses his self-consciousness in the pres- 
ence of the silent, stalwart Indians from 
the nearby Peigan Reserve, and breezily 
addresses Chief Mighty White Bull: 
“Hullo, Durham, how’s the wife?” 

In short he is becoming thoroughly 
objectionable. 

High Wind, nine months; Little Butte, 
six months; Yellowbunch, three weeks; 
Cracow, (where the bank staff, the 
Mountie, and the French-Canadian 
storekeeper leavened the Lithuanian 
mass) for almost a year, and then into 
British Columbia—Little Rapids, where 
Hastings studies the quaint and some 
times embarrassing customs of the 
Doukhobors, and sees his first Sikh. 

From Little Rapids the Divisional 
Inspector, sizing up Hastings as some- 
thing of a hick, decides that a move to 
the cities would be a good thing for him. 


(Did I say that the head office deemed 

a sound high-school education sufficient? 

—I meant merely as a foundation). 
So off goes Hastings, to Vancouver. 
He reports to the accountant. Now 


there is no office in the American system 
quite comparable to the accountant in 
the larger branches of a Canadian bank. 


By his staff he is frequently likened to 
various things, things having nothing 
to do with the American banking sys- 
tem! But there are excuses for him. 
Perhaps if you were to make a composi- 
tion of your junior vice-president, 
cashier, assistant cashier, personnel 
officer, publicity director, stationery 
clerk, head janitor, and handy repair 
man, you would arrive at an approxi- 
mation of the job. 

Primarily, the accountant is respon- 
sible to the manager for the routine 
of the office. The manager’s methods 
are usually direct: “Jones,” (on some- 
thing, which the poor wretch had noth- 
ing to do with personally, going wrong) 
“Jones, this is most unfortunate, and 
I expect you to see that it does not 
happen again.” So the quality of his 
staff is a serious matter for Jones. 


Into a Box 


Geom Vancouver Accountant is taking 
our young friend’s measure: 

“What hotel did you arrive at?” (Part 
of his job is to see his staff well housed.) 

“Didn’t arrive at a hotel. Arrived 
at a station.” 

(My poor Hastings! There are times 
when strict verisimilitude is quite un- 
necessary, even undesirable). 

“Ever been in a teller’s box?”—the 
accountant’s voice is dry, very, very dry. 

“Once or twice.” (brightly). 

“Humph. Guess I'll try you in a 
box. Ah... Mr. Sinclair!” 

“Yes sir?” 

“Mr. Sinclair, this is Mr. Hastings, 
who has been sent from Little Rapids 
to shed the light of his countenance upon 
us. Will you take him in hand, and 
turn over your cash to him tonight?” 

By three o’clock the next afternoon 
Hastings is ready to accept suggestions 
as to the quickest and least painful 
methods of committing suicide. The 
turmoil of a city branch, the crash of 
mechanical equipment; bells, bells, bells, 
the sing-song of “calling,” and the roar 
of the traffic outside, all combined to 
the destruction of Hastings as a per- 
sonality, and left him with one fixed 
idea. “Balance . . . balance... will 
I ever balance this mess?” 


And for the first time he has run up 
against the problem of identification, 
As a matter of fact, the incident got him 
off to a very bad start. 

His first customer a lady exhibited 
a sweet unreasonableness, and demon- 
strated to Hastings one of the weak- 
nesses of the branch system, or so, at 
least, it. seemed to him. She appeared 
at his wicket with a check payable to 
Jane Martin. 

“But, madam, this check is drawn on 
North Vancouver.” 

“Same bank isn’t it?” in a cutting 
voice. 

“Yes, but have you an account at this 
branch?” 

“No, of course I haven’t.” 

Hastings couldn’t get the “of course,” 
but thanked Heaven just the same. 

“Well, are you Jane Martin?” 

“Why, of course. Who do you think 
I am, Aimee MacPherson?” 

Hastings was too worried to smile. 
“But you must prove your identity.” 

Mrs. Jane Martin closed the discus- 
sion. “Give me back the check. I’m 
not accustomed to having my word 
doubted. Let me see your manager!” 

But of course she only gets as far as 
the accountant. And that worthy, hav- 
ing placated the good lady, has a few 
pungent remarks to make abcvt tact 
and courtesy, and Hastings learns a 
new rule, that the customer is always 
right. 

He learns much at Vancouver. 

A year later we find him diligently 
studying Spanish. He wants to be 
transferred to one of the bank’s foreign 
branches, and—stranger things have 
happened—we find him next at the New 
York agency, assembling point for the 
West Indies and South America. But 


that is as far as he gets—that and Flat- 
bush. 

Hastings will tell you in later life 
that he had a great time in New York, 
but in reality he was a straw blown 
about in a great wind. Early up... 
over the bridge, jammed and trampled 

. work . . bells and buzzers and 
work ... a bite of lunch . . . work 
and buzzers and bells . . . dinner, (any- 
where) . . . more work (though, thank 
goodness, no bells) . . . over the bridge 
‘ sleep. Great little town, New 
York! 

And so it goes. Five years later 
Hastings may be manager at Vermilion, 
Alberta, accountant at London, England, 
or taking the audit trails out of Toronto. 

Anyway, he is a better man than had 
he stayed in London-in-the-Woods. 


ow | 
: 
3 
— 


Wall Street Worries London 


By LIONEL D. EDIE 


Professor of Finance, University of Chicago 


British Bankers Believe Working Agreements Between Federal 
Reserve System and Bank of England Will Eventually Protect 
London from Serious Loss of Gold but Are Disturbed by High 
Money Rates Aimed at Restraint of Stock Market Speculation. 


VER since Great Britain returned 

to the gold standard in April, 

1925, and the Bank of England 

obtained a  $200,000,000 gold 
credit from the Federal Reserve System, 
the existence of some sort of coopera- 
tive working arrangement between the 
two great central banking agencies has 
been very generally assumed. Neither 
the Federal Reserve System nor the 
Bank of England has sought to dis- 
courage the assumption. 

Obviously, a spirit of cooperation be- 
tween these great financial institutions 
must have grown up long before the 
two-year agreement was announced, un- 
der which the Bank of England was to 
be permitted to draw upon the Federal 
Reserve System for gold should such a 
step be necessary for the success of the 
stabilization of the British currency. 
But it was the announcement of the 
British gold credit that focused public 
attention upon the relations between the 
two institutions. 

Since then there has been frequent 
reference in the reports of international 
financial developments to the under- 
standing between the American reserve 
system and. the British central bank. 
There has never been any clear public 
statement of mutual aims or policies, but 
in the United States the impression has 
grown up that both agencies were work- 
ing for the stabilization of world cur- 
rencies and the preservation of the inter- 
national gold standard. 


Three Things Wanted 


Ws it has been presupposed that 
the Federal Reserve System stood 
ready to lend its support to the mainte- 
nance of the gold standard in England, 
there has been but little informed dis- 
cussion in this country of the credit 
problems involved. In England, on the 
other hand, there seems to be a very 
clear understanding of what is wanted 
by way of a helping hand from America. 

English bankers desire three things 
in the way of cooperation from the Fed- 
eral reserve authorities: 

They want the Federal Reserve Sys- 
tem to handle the restriction of specu- 
lative credit as a local problem, so that 
it shall not force tight money and high 
interest rates on London and the rest 
of the world. 

They understand the Federal Reserve 
System to have adopted tacitly a work- 
ing agreement whereby America will not 


Foreign Influence 


[*t may suprise many 

bankers in this country 
to learn from this article 
how much importance is 
attached in foreign. finan- 
cial circles to the under- 
standings as to credit 
policies which are reported 
to exist between the Fed- 
eral Reserve System and 
the central banks of other 
countries. The weight of 
responsibility for interna- 
tional money conditions 
which is placed upon the 
shoulders of the American 
authorities is highly indic- 
ative of the influence it 
bears. 


take gold from the Bank of England 
nor from other central banks when such 
gold purchases might prove embar- 
rassing and disturbing to those coun- 
tries. 

They want the Federal Reserve Sys- 
tem to cooperate with the Bank of 
England and other central banks in pre- 
venting any further decline in the world 
level of commodity prices. 


An Impending Crisis 


LL three of these desires were at 
stake when Governor Montagu Nor- 
man of the Bank of England visited the 
United States in February of this year. 
However much such a visit may be en- 
shrouded in mystery as to detail, there 
need be no mystery about the funda- 
mental objectives. These emerge quite 
clearly and definitely as soon as one 
visualizes the broad background of 
England’s pressing financial responsi- 
bilities and difficulties. They have been 
borne in upon the mind of the present 
writer during the past year by inter- 
views with a wide number of London 
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bankers and financial observers, includ- 
ing directors and officials of the Bank 
of England. 

The immediate occasion for Governor 
Norman’s visit was the international 
crisis impending from the failure of 
Federal reserve officials to control ex- 
cessive speculative use of credit. The 
essence of the English attitude is that 
the control of Wall Street credit is a 
domestic problem and should not be al- 
lowed to embarrass the world money 
market. It should be made effective by 
moral suasion and selective accommoda- 
tion by reserve banks. Excessive se- 
curity speculation should not be fought 
by punishing trade and industry of the 
whole world with high commercial money 
rates. 

Let the Federal Reserve System train 
its big guns directly upon the infantry 
of bullish speculators; let it not shell 
the non-combatants of the whole world 
with tight money in order to hit here 
and there a broker’s loan. In order to 
grasp the significance of this demand, 
we in America need to visualize the un- 
usual sense of responsibility which the 
English banker feels toward his central 
bank. 


Soft-Pedal Tactics 


L the Governor of the Bank of England 
wanted to curb bankers’ loans to the 
London security market, he could call in 
certain leading personalities and suggest 
to them the need for restriction. Even 
though they did not agree, their fine 
sense of loyalty to the head of the Bank 
of England would lead them to follow 
the suggestion. The Governor’s hint 
would have the force of law. The Lon- 
don bankers would “play the game” and 
support the Governor. They would do. 
so out of a deeply ingrained sense of 
team-work, solidarity, and good sports- 
manship. They proved this spirit dur- 
ing recent years when, at a hint from 
the Governor, they self-imposed for a 
time an embargo on foreign investment, 
and again for a time they “pegged” the 
discount rate in the private bill market 
at a level calculated to make the offi- 
cial rate effective. 

When they viewed Federal reserve 
officials in the United States lecturing, 
warning, threatening, and yet found 
many of the banks lending more and 
more on the stock market, and as agents 
placing brokers’ loans for corporations, 
they were astonished at the lack of re- 
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sponsiveness of the American system to 
moral suasion. They could not under- 
stand the seeming coolness and aloof- 
ness of the rank and file of bankers to 
the expressed wishes of central bank 
leadership in this country. 

But failing to find this voluntary 
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team-work, they felt that the reserve 
system should turn the screws down by 
selective accommodation. This proved to 
be precisely the ultimatum announced 
by the reserve officials on Feb. 5 of the 
present year. Rediscount facilities were 
to be denied whenever “there is evidence 
that member banks are maintaining 
speculative security loans with the aid 
of Federal reserve credit.” There were 
three ways open to Federal reserve au- 
thorities. The first was moral suasion. 
It was tried haltingly and failed. The 
second was selective accommodation of 
member banks by Federal reserve banks. 
It was applied decisively only at the 
eleventh hour. The third was to tighten 
money and raise rates everywhere and, 
while penalizing legitimate trade, to 
strike indirectly at brokers’ loans. The 
first two having been tried with a soft 
pedal or at a belated hour, could not 
ward off the third and most objection- 
able form of action. 


Through London Eyes 


ESORT to the last form of action 

comes close home to English bank- 
ers because it forces higher commercial 
rates not alone in the United States but 
in England as well, and in other money 
markets of the world. 

Few Americans realize how serious the 
situation appears in London eyes. For 
three years the Bank of England has 
been exposed to a barrage of sharp blame 
for stifling trade recovery and aggra- 
vating unemployment. Time after time 
omens of trade revival have appeared 
only to encounter insurmountable obsta- 
cles. Again in 1929 the omens of re- 
vival were beginning to appear. But 
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gold was being drained out of the Bank 
reserve. If only the Bank could halt 
the drain without having to raise the 
rate above 4% per cent, it might this 
time stimulate the trade revival. When 
Governor Norman sailed from England, 
most authorities “viewed with satisfac- 
tion” his visit, because they confidently 
expected that as a result it would be 
unnecessary to raise the rate in London. 
They did not realize how far the proc- 
ess of speculation had gone in America. 

In essence, the English bankers want- 
ed to localize the controversy over specu- 
lation, keep it within domestic bounds, 
quarantine it, cage it inside the United 
States. They wanted to keep the rest 
of the world free of difficulty arising 
from what they visualized as a private 
struggle between elements within the 
United States. Why should they be em- 
barrassed and penalized by domestic bat- 
tles of another country? Why should 
their bank rate be forced up, their trade 
be hampered, their unemployment be in- 
tensified, merely because stock specu- 
lation had not been stifled in America? 

As a matter of fact, English bank- 
ers had taken it for granted that there 
existed a “working agreement” between 
the leading central banks, growing out 
of the conferences in 1927, to prevent 
precisely that sort of calamity. This 
brings us to the second main objective 
of Governor Norman’s recent visit, 
namely, to make sure that the “work- 
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gold by India would embarrass the cen- 
tral banks of the world. India was dis- 
suaded. In 1927 France made sudden 
withdrawals of gold from London and 
threw profound alarm into Thread- 
needle Street. In that year the “Big 
Four” governors, representing France, 
Germany, England, and the United 
States, met in New York for what Mr. 
Winston Churchill called “amicable con- 
sultation and cooperation.” Mr. Churchill 
in the House of Commons found the 
cause of the conference in gold move- 
ments instigated by France, which have 
“produced some embarrassment and in- 
convenience in our affairs.” 

To America, public interest in that 
conference centered upon the reduction 
of rediscount rates which ensued. To 
England, public interest centered upon 
a supposed “working agreement” among 
the Big Four not to subject any central 
bank to a sudden or embarrassing with- 
drawal of gold. 

English bankers endeavor to be de- 
vout supporters of this agreement. An 
illustration is in order. Last summer 
a reliabie financial authority in London 
was discussing with me the possibility 
of gold imports into New York during 
the fall of 1928. He declared his belief 
that the mind of Governor Norman 
would work in this manner: Governor 
Strong in New York is trying to restrict 
credit in order to curb speculation. If 
the London rate were to be reduced, gold 
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ing agreement” really worked. What 
do English bankers understand this 
working agreement to mean? 


Amicable Consultation 


" explain, we need to go back a step 
in the history of the past three years. 
No sooner had England gone back to 
gold in 1925 than India demanded a 
gold standard with huge domestic gold 
reserves. British and American bank- 
ers both opposed the scheme, largely 
on the ground that heavy purchases of 


would probably move heavily to New 
York. If gold were to be dumped in 
New York, it would tend toward easy 
money and would frustrate Governor 
Strong’s plans. It would not be playing 
the game to embarrass Governor Strong 
by allowing gold to pour into America 
from the Bank of England. 

This high authority then observed: 
“IT do not think you will see much 
gold leaving these shores for New York 
this autumn.” 


(Continued on page 1054) 
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Scientific Methods Must Replace 
Old-Fashioned Banking 


By J. W. POLE 


Comptroller of the Currency 


Modern Conditions Demand Professional Management for Banks. 


Rapid Rate of Growth of Resources and Expansion of Classes 
of Business Conducted Require Highest Degree of Technical 


HE last two decades have wit- 
nessed a remarkable develop- 
ment in the volume and in the 
variety of the banking business. 

Demands for financial services unheard 

of by the last generation are now re- 

quired to be met by banking institutions. 

The old simple form of banking in which 

the banker relied almost entirely upon 

his personal knowledge of his customers 
is no longer adequate to meet the present- 
day situation. 

This condition is strikingly illustrated 
by reference to the actual figures. For 
the year ending June 30, 1908, there 
were operating in the United States 21,- 
346 banks of all classes, national and 
state. These had aggregate resources of 
$19,583,000,000. Twenty years later for 
the year ending June 30, 1928, the num- 
ber of banks had increased to 26,213, 
but their aggregate resources had in- 
creased to $71,574,000,000. 

Thus while the number of banks in 
the United States increased only 22 per 
cent during this period, the aggregate 
resources increased nearly 270 per cent. 
These figures do not take into account a 
proportionately greater increase in the 
volume of the trust business and the se- 
curities business. It therefore may 
safely be said that upon the average, the 
officers of banks in the United States 
have had more than four times as much 
business thrust upon them as they had 
two decades ago. Within the last few 
years the trend has been definitely to- 
ward a fewer number of banks notwith- 
standing the great increase in the vol- 
ume of business. 


Greater Growth in Sight 


years is an extremely short 
time in the history of a nation. The 
remarkable increase in growth of the 
banking business within that time can 
be taken as an indication of the trend 
toward a future growth in even greater 
volume. I make no attempt to predict 
figures but if the rate of increase within 
the next twenty years equals that of the 
last, by 1948 the aggregate banking re- 
sources in the United States would ex- 
ceed $240,000,000,000. Thinking how- 


ever in terms of the increase of the 
banking business we must consider not 
only the increase in what is now consid- 


Knowledge for Satisfactory Service. 


Management for 
Billions 


[* the rate of growth of 
banking resources main- 
tained for the past two dec- 
ades is continued for an- 
other twenty years the 
aggregate resources of the 
banks of the United States 
would exceed $240,000,- 
000,000 by 1948. This of 
itself is sufficient indication 
of the need for the best 
type of management to in- 
sure success, but the Comp- 
troller of the Currency 
finds other reasons why the 
modern banker must be 
trained to his task. 


ered as conventional resources as shown 
by the banks’ statements of conditions 
but we must consider also the increase 
in other types of business which will be 
engaged in by banks but which does not 
show in this statement. 

We are still a very young country 
and the full force of our economic vi- 
tality has yet to be developed. Our 
population will greatly increase, our 
cities become larger and larger and our 
rural population denser than it is today. 
There will be further expansions and 
intensifications of industrial activity. 
Our world commerce, already at impos- 
ing figures today, must be regarded as 
almost in its infancy. The very economic 
necessity of the situation will bring ag- 
riculture up to a higher point of effi- 
ciency. And any statement as to the 
future of transportation and communi- 
cation must seem extravagant beginning 
as we are with transportation by air at 
great speed over vast distances and com- 
munication through the air by radio. 
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Forecasts for the Future. 


All of these developments will be re- 
flected in the expansion of banking 
resources, for our banks are the hand- 
maids of progress, supporting, sustain- 
ing and serving in an essential capacity 
every forward economic movement. 

There was a time in this country when 
almost any person of average intelli- 
gence could aspire to become a banker 
without any special previous training. 
It may be said that it was the original 
theory of the law that any group of 
citizens had a right to form a banking 
corporation. The old-fashioned banker 
was primarily a custodian and a lender 
of money. If he possessed a natural 
shrewdness of mind and a strong char- 
acter he was likely to succeed. In the 
local community he was the dominant 
financial figure. He had opportunities 
to make money outside of his banking 
business. He became financially inter- 
ested in the local street car company, in 
the light and power company, in the 
gas works, in the ice plant and in other 
such enterprises in which local capital 
participated. 

These opportunities are also fast dis- 
appearing not only because modern 
banking requires all of the energy and 
attention of the banker but also because 
these local forms of public utilities are 
fast giving way before the economy and 
efficiency of great central organizations 
operating through local branches and 
there is no local financing. Some banks 
of this old type still remain in existence 
but they must be regarded now as sur- 
vivals of a financial era which has 
passed. 


Nothing Left to Chance 


banking is a highly com- 
plicated and technical business and 
it is exemplified primarily by the city 
banks which have been compelled to 
meet the varied financial demands of 
commerce and industry. It is in these 
commercial centers that the competition 
in all lines of business is so keen as to 
compel the utmost economy in operation 
and the most efficient management con- 
trol. Out of the experience of these city 
banks there has developed in the United 
States a fairly definite opinion in finan- 


(Continued on page 1052) 


i 
|_| 


“CA 


The Stock-Buying Customers 


HE widespread interest in the stock market has 

brought about what to some banks is a serious 
and vexatious problem of service without compensa- 
tion; to other banks an opportunity for increasing 
their profits. 

The educational influence of the Liberty Bond on 
the general public has often been told. It developed 
a multitude of new investors. The security buying as 
an act of patriotism continued and developed into 
security buying as a good business practice. Receiv- 
ing strength from the high tide of prosperity in recent 
years, the movement brought into the market a new 
multitude of security buyers. The crowd is increas- 
ing, for a long upward swing gave profits to many 
and every small profit apparently has caused a new 
influx of the profit-taker’s friends (the losers are not 
so vocal) with the result that day by day many banks 
have seen an increasing number of customers filing 
what may be termed speculation orders. Along with 
this have been those other requests which more 
properly come within the line of genuine investments. 

What, therefore, was once an accommodation for 
a good customer that the bank was pleased to render 
gratuitously has assumed new proportions, entailing 
much work and responsibility. 

If the volume so warrants this influx of security 
orders may be solved by the establishment of a special 
department in charge of a man trained in the work, 
special wires to the metropolis, and the means to im- 
mediately give customers digested investment in- 
formation—and the establishment of a schedule of 
bank fees over and above the broker’s charges. This 
solution clears the decks and should add to the source 
of income. 

Other banks, feeling no need for an additional de- 
partment, have nevertheless established the practice 
of adding charges in addition to the broker’s fee. Still 
other banks are rendering this service free though the 
volume now makes the service a serious burden from 
which they would like to be relieved. 

In this issue of the JOURNAL there is an article by 
A. G. Smith of Bath, Me., which presents the prob- 
lem of the latter class, and following his presentation 
there are the opinions of a number of bankers in 
various parts of the country in which they discuss the 
security purchasing development. 

It is a symposium worthy of the attention of all 
banks confronted with the “stock-mindedness” of their 
customers. 


Mr. Mellon’s Talking Point 


ECRETARY MELLON’S recent and widely quoted 

observation that “it is easier today to pick out a 
sound bond than it is a sound stock” may sound like a 
financial bromide but it comes to a new generation of 
security buyers as something in the nature of a hither- 
to undiscovered principle of investments. 


— 


As every banker knows, there is a new generation 
of security buyers who cut their eye teeth in a run- 
away stock market. They found that sometimes they 
could make money buying stock. The market had 
more of the going up habit than of the going down 
habit and seemingly all they had to do was to go along 
for the ride. 

Many of this new generation are frankly specu- 
lators. But there is a vast number who would like to 
be investors. Not all of them have the delusions of 
millions. This class has made some money and would 
like to keep it. They have been in the stock market 
for several years and they have forgotten, or never 
knew, the investment qualities of bonds. 

Common stocks have their investment qualities 
which cannot be disparaged. Mr. Mellon has merely 
pointed out a simple truth that it is easier in the long 
run for the average individual to be a successful in- 
vestor in the bond market than in the stock market. 

Many people have been saying the same thing. 
Many people are not the Secretary of the Treasury. 
He has to an extraordinary degree the confidence of 
the financial world. When he speaks it listens. He 
has spoken. The new generation of security buyers, 
the “wise ones,” are accustomed to harken to the 
Treasury. Mr. Mellon has given the banks a talking 
point. 


Fear of American Domination 


ECENT action by the British General Electric 

Company excluding American shareholders from 
the right to subscribe to a new issue of stock by the 
company is of much broader implication than a con- 
flict between groups of stockholders of an individual 
corporation. The principle adopted by the great 
British utility raises a question of the future of 
American foreign investments. 

Admittedly the British General Electric Company 
wants “to dilute the interest of the American group 
in the future earnings of the company.” This is 
Briton for the Britons with a vengeance. 

Nevertheless this attitude is the reflection in con- 
crete form of a certain amount of unfriendliness which 
is evident in Europe toward what is regarded as the 
encroachment of American capital into industry 
abroad. There seems to be some uneasiness both in 
England and on the Continent as the volume of Ameri- 
can capital investment increases because of the ten- 
dency of the American investor to demand representa- 
tion for his interests. 

Even if allowances are made for the fear of 
“American domination” any extended effort by Euro- 
pean countries to embargo American capital would be 
a most shortsighted policy. Not only has American 
capital supplied the material with which Europe has 
repaired the ravages of the war but American methods, 
accompanying investments, have inculcated modern 
efficiency into smug but slipping industries. 
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This country has about $1,000,000,000 a year in 
funds which must seek employment abroad. Habit, 
tradition and inclination turn the bulk of the funds 
to Europe. They bring business with them and they 
breed business. 

If other concerns follow the example of the British 
General Electric Company it will not be long before 
the dollar will turn less readily to Europe. It may go 
elsewhere. South America, Canada and the Orient 
offer opportunities for investment. For years there 
have been efforts made to increase this country’s inter- 
est in both of those directions. Such things as the 
recent action of the British General Electric Company 
may have a far-reaching influence. 

How radically different this attitude from the Euro- 
pean attitude of a few years ago when many persons 
told us in so many ways that civiliation would break 
down unless American capital went to the rescue. 
Capital is not the only ingredient of prosperity. Ex- 
perienced counsel, friendly interest, good will are also 
great factors. 

It would seem to be the part of prudence to en- 
courage these—not to repel them! 


The Master Rate 


P. G. HARDING, Governor of the Federal 
@ Reserve Bank of Boston last month in a public 
address made the following significant statements: 


“A review lately issued by one of the large 
banks points out that during the past twelve 
months there has been an expansion of credit of 
about 8 per cent while at the same time there has 
been an expansion of production and distribution 
of only 3 or 4 per cent. 

“The best time to check inflation is during the 
period of its incipiency. 

“The Federal Reserve Bank rate is no longer 
the dominant rate. 

“It is generally recognized both at home and 
abroad that the master rate in this country is the 
call money rate in New York which fluctuates at 
frequent intervals from 6 to 12 per cent. 

“Perhaps the Federal Reserve Board at the 
present time may feel the same reluctance to agree- 
ing to an advance in rates that some members of 
the Board felt in the summer of 1919; but yet if 
there is to be an advance (and I may say that I 
have no information whatever as to the likelihood 
of this), the rate established would only follow 
and not lead the market, for market rates have 
already been established.” 


These are statements bristling with interest for 
bankers, and for business in general. They need no 
interpretation nor do the following two sentences 
occurring toward the close of his address: 


“Continued high rates will eventually bring 
about a slowing down in business and industry. 
Such a slowing down would adversely affect 
security values.” 


Consider the Check 


VER 90 per cent of the total circulation of money 

in this country is represented by checks. The 
amount of coins and currency in circulation in recent 
years has fluctuated around $5,000,000,000. 
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In comparison with conditions in other countries, 
particularly in the older nations, the check is actually 
the great medium of American circulation. The bulk 
of the money in circulation in the United States is, 
relatively speaking, small denomination currency. 

This condition is of untold advantage to business. 
It is the basis of the much praised efficiency of Ameri- 
can business methods. Business advantages are bank- 
ing advantages. The check is the real elastic currency. 

Advantages are usually accompanied by disadvan- 
tages. This is true of checks. To meet one of these 
disadvantages some banks are resuming the practice 
of charging exchange on out-of-town checks. The num- 
ber of banks that do not clear at par is growing. 
There are obvious and well understood reasons for 
their increase. 

Yet might it not be well to weigh all the factors in 
the check problem? Granting the soundness of the 
reasons which lead banks to charge exchange, should 
not some consideration be given to its ultimate effect 
upon currency system? That which is profitable at 
the moment sometimes may prove to be expensive in 
the long run. 


The Super-Bank 


OST of the comment upon the proposed interna- 

- tional bank for handling future German repara- 
tions payments, loosely called the super-bank, has been 
in the form of objections. Both abroad and in this 
country the new plan of reparations machinery ac- 
credited to the American delegates to the Paris con- 
ference has been subjected to sharp criticism. 

In Europe there have been expressions of a feeling 
that the setting up of such an institution would mean 
further American assumption of control over world 
money markets. In this country the possibility of 
reparations payments and war debt payments being 
linked together through the establishment of a single 
transfer agency has come as a shock to those who 
hold with the well settled policy of the United States 
to refuse acknowledgement of any relation between 
German indemnities and allied obligations to this 
country. 

Both of these viewpoints are based upon possi- 
bilities. Conceivably an international agency for 
handling reparations payments might be dominated 
by American influence. It is possible that the welding 
together of German indemnities and war debts might 
result in the United States becoming the creditor of 
the rest of the world and facing the task of collec- 
tion. Yet actualities are more potent in the trend of 
events than possibilities. 

The reparations problem must be settled. The 
economic welfare of the world, which includes the 
prosperity of the United States, demands it. Some 
sort of new machinery must be set up. The transfer 
of great sums between nations must be made the re- 
sponsibility of business and not the sport of interna- 
tional politics. The flow of funds must be smooth 
and without the threat of sudden disorganizations of 
the exchanges with their consequent interruptions to 
business and commerce. 

It might be well to examine the Paris proposal be- 


. fore condemning it. It might be well to place some 


reliance upon the ability of the American delegates 
to protect the interests of this country. It would be 
best of all for American bankers to give serious 
thought to the world banking structure of which they 
have become an inextricable part. 
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Safe Secondary Reserves 


By MAX B. NAHM 


Vice-President, Bowling Green Trust Company, Bowling Green, Kentucky 


Commercial Paper Should Be Given Preference in Diversified 
Program of Bank Investments. Call Loans Held Indulgence to 


Refrain From at This Time Despite Tempting Yields. 


Frequent 


Analysis of Bonds Obligatory to Protect Secondary Reserve. 


FUNDAMENTAL change is 

taking place in the United 

States. Good roads and cheap 

transportation by low priced 
automobiles and trucks are moving the 
business of small towns to larger towns, 
attracted by better facilities for trading, 
amusements, hotels, and conveniences of 
life. 

The era of the country store is passing 
away. Country churches are without 
pastors, country communities have no 
doctors and must send to large towns for 
physicians at twelve dollars a visit. 

In Kentucky in the last thirty years, 
only six cities have increased as much as 
10,000 inhabitants; many small towns 
and villages have almost passed away. 
To stay on the map a town must locate 
factories, colleges, or become a center of 
a network of roads, and draw from other 
towns. Other southern and northern 
states are having the same experience. 

So the bank problem in small towns is 
to exist at all. They have problems of 
their own. Chain stores are invading 
the territory of the larger towns, and 
mercantile paper, once their mainstay, 
is becoming uncertain. -Farmers of late 
years are not so prosperous and their 
paper is slow, sometimes frozen. Banks 
are consolidating, yet Glasgow, Ky., with 
4,000 inhabitants, has four banks, as 
many as Memphis, Tenn., with 200,000 
inhabitants. They are economizing on 
salaries, and limiting the number em- 
ployed. 


Tempted Into the Game 


For the most part they have no second- 
ary reserve, but depend upon their 
correspondents for such service, unless 
they are members of the Federal Reserve 
System, in which case they can redis- 
count their farmers’ and business paper. 
Few ever had an acceptance in their 


portfolio. Three or four years ago they 
bought commercial paper from their cor- 
respondents, but since many old well- 
known corporations have financed them- 
selves otherwise, many banks have 
dropped this form of investment. 

They bought government bonds dur- 
ing the war, but now their bond account, 
whether corporate or government, shows 
a loss. A few indulged in call loans 
tempted into the game by large returns, 
but when lately the city banks declined 
to form the necessary $100,000 pools that 
ceased. 

There are some marked exceptions to 


these practices, some country bankers 
who deal in all phases of finance and 
their institutions are universities of 
banking where men are trained in every 
department with complete technique and 
vision of the complex whole, whereas in 
cities they are trained in cages as dis- 
tinct parts of a diverse system. 


Three Reasons 


ie we could teach our country bankers 
that their problems are not identical 
with, but akin to the well thought out 
programs of their city cousins, how much 
better off they would be. If, when their 
local deposits fall off and their loans 
eannot be paid, if only one-fourth of 
them were in balanced investments, 
though at lower rates, as an insurance 
against disaster, our record of bank fail- 
ures would tell a different story. That is 
the lesson to be learned. 

Banks buy for three main reasons— 
secondary reserve; permanent invest- 
ment; and resale to clients. 

We shall concern ourselves only with 
the secondary reserve, the distinguishing 
characteristics of which should be safety, 
liquidity and convenience with ability to 
take care of normal and abnormal de- 
mands. Excessive rates paid on deposits 
are temptations to undesirable invest- 
ments to even up and high-powered 
salesmen of high yielding bonds are 
snares. Diversification in types of in- 
vestments, geographic location and time 
of maturity are necessary to thoughtful 
accomplishment of safety. 

A balanced investment program for a 
country bank includes five distinct types. 
Three are subject to discount at the 
Federal Reserve System, commercial 
paper, acceptances, and United States 
bonds and certificates. Two are not sub- 
ject to discount at the Federal Reserve, 
corporate and municipal bonds and call 
loans, which, however, are payable on 
demand. As a graphic illustration, we 
shall handle the unit of $100,000 second- 
ary reserve, and our opinions are given 
with misgivings as to correctness, and 
subject to better judgment. 


A Haven of Refuge 


N the first three classes we would in- 

vest $75,000. They are subject to re- 
discount at the Federal Reserve System, 
placing $35,000 in commercial paper, 
$25,000 in acceptance, $15,000 in United 
States bonds and certificates. 

In the other two classes we would in- 
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vest $25,000. They are not eligible to 
the Federal Reserve, placing $15,000 in 
corporate bonds, and perhaps $10,000 in 
call loans in normal times. 

It is well to run the red thread of 
eligibility to discount at the Federal Re- 
serve System through our reserve as 
persistently as possible, for that will 
always be our haven of refuge or that 
of our correspondents. Since 1918 eligible 
paper held by national banks steadily 
declined; they held June 30, 1923, 30.2 
per cent; on June 30, 1928, only 21.6 per 
cent. Too little stress has been laid on 
this important requisite. 

The average loss of banks and trust 
companies in four years, 1922-1925, on 
commercial paper was $5.70 on $10,000. 

The average loss of national banks for 
five years, 1921-1925, on their loans and 
discounts was $68 on $10,000, or about 
twelve times that of loss on commercial 
paper. 

The average loss of national banks for 
five years, 1921-1925, on bonds and se- 
curities was $131 on $10,000, or about 
twenty-three times that of the loss on 
commercial paper. 

In the matter of yield for twenty-five 
years, 1901-1925, commercial paper has 
netted a return of 4.88 per cent, while 
high grade bonds have netted 4.65 per 
cent. 

In 1928, commercial paper netted 4.93 
per cent, call loans 5.85 per cent. 


Fixed Return 


HEREFORE, I am forced to the con- 

clusion that commercial paper, es- 
pecially with a present yield of 5% per 
cent, should be given the preference in 
our diversified investment program. 

No bank ever became insolvent from 
its holdings in commercial paper bought 
in the open market. It is self liquidat- 
ing, and there is a clocklike precision in 
the return of the funds when due. It is 
sold under an agreed option period dur- 
ing which the bank may investigate thor- 
oughly, and if not satisfied, return the 
paper without cost. The purchasing 
bank has a selection of names from 
which it may diversify industries and 
geographic distribution. There are no 
local or personal influences encountered 
by direct contact with the borrower to 
affect an unbiased judgment, and there 
are no renewals. 

The return is fixed and definite, and is 
a discount in advance and not an inter- 
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For storage of Records or Supplies 
“Y and E” steel shelving 


is ideal 


The illustration at the right snows now many banks 
use “Y and E” steel shelving to store records, ledg- 
ers, etc. Without trouble and without expensive 
labor, it can be altered or added to. The coupon 
will bring you literature showing how “Yand E” steel 
shelving can be used in your bank. 


The photo at left shows how ideally “Y and 
| E” steel shelving is adapted to the storage 


of supplies of all kinds. It can be erected 
quickly and easily and is adaptable to any 
space. Use the coupon below to get full 
information on steel shelving. 


wei and EE steel shelving does not deface from your storage space, let one of our experts 


walls. It stands independently —rigidly,even | make a survey and recommendations—there is 
| under the heaviest loads. In addition to the no obligation. The services of our special equip- 
| open shelving pictured above, it is ment department are offered in plan- 
| made with bins or cupboards. If you Ww ning and designing special steel or 
| would like to get the most efficiency E 7 wood equipment for banks. 


Mail this coupon for a free folder 
Yawman & Erbe Mfg. Co., 485 Jay St., Rochester, N.Y. 


Without obligation send me 


YAWMAN FRBE Mre.@. 


485 Jay —" Rochester, N. Y. (1) Free folder on Steel Shelving 
[) Information on arranging storage space 
STREL AND WOOD FILES—STEEL SHELVING—DESKS—SAFES () Have your representative call 
; OFFICE SYSTEMS AND SUPPLIES—BANK AND LIBRARY EQUIPMENT en 
Address . 


When writing to advertisers please mention the American Bankers Association Journal 
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DETROIT 601 Griswold Street 
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HE chart below—at the Jeft—re- 

flects the condition of a bank located 
in a Middle Western farming community 
—a somewhat extreme situation, admit- 
tedly, but an actual one, and a good one 
for purposes of illustration. Ten years ago, during agri- 
cultural prosperity and the boom in land values, institu- 
tions such as this were often not particularly disturbed 
by the thought that 80% or more of their resources were 
tied up in local loans. 


“Local Loans 
and 
Discounts 


The Problem 


THe situation of each bank presents 
an individual investment problem. This prob- 
lem can be solved neither by the haphazard 
purchase of securities, nor by means of a ready- 
built plan designed to fit all banks alike. The 
solution calls for two steps—first, a thorough 
analysis of the bank’s situation in order to deter- 
mine its requirements; and, secondly, the work- 
ing out and adoption of a policy and a program 
in strict accordance with its needs. Our long ex- 
perience in planning bond reserves for banks is 
at your disposal. 


Every Thursday Evening 


Hear the Old Counsellor 
On the Halsey-Stuart Program 


10 p. Mm. Eastern Standard Time .- 


a 


9 Pp. M. Central Standard Time - 


HE chart below—at the right —sets 

a tentative goal for this bank- to work 
toward. In view of local conditions, prog- 
ress will at best be slow and difficult. 
This situation illustrates the principle that 
no bank should try to serve its local community beyond 
the point where it can do so safely. The credit require- 
ments of the community, and even the bank’s earnings, 
important as these are, must be kept strictly subordi- 
nate to safety and the needed degree of liquidity. 


scounts 


of Your Bank 


To what extent should the history of a bank’s opera- 
tions be considered in planning a bond reserve?... 
Why should the nature of a bank’s local loans be 
considered in choosing among bonds of different 
types? ... What bearing should this factor have 
upon the size and liquidity of the bond reserve? ... 
What reference has the character of deposits to the 
structure of the bond reserve? 
A copy of our folder, 

Sound Investment Practice for the Commercial Bank, 
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The Ebb Tide of Immigrant Dollars 


By GEORGE E. ANDERSON 


Annual Volume of Immigrant Remittances is Fast Falling Off. 
Restrictive Laws and Changed Conditions Are Lessening Loss 
Caused by Funds Sent to Foreign Countries by Aliens Within 
United States. American Banking Has Been Affected by Change. 


EARS ago, when the writer as a 

Consular Officer of the United 

States in the Far East first be- 

came acquainted with the finan- 
cial relations of China with the rest of 
the world, it was a perennial source of 
wonder to note the steady, constant and 
immense flow of money into South China 
as remittances from Chinese immigrants 
in the United States for the support of 
their families or for investment. Each 
month from $7,000,000 to $8,000,000 in 
local currency were poured into the 
Hongkong-Canton banking field. and as 
the Chinese New Year approached in 
January-February the remittances in- 
creased until the yearly total at that 
time was estimated by Hongkong bank- 
ers at about $100,000,000 local currency 
or substantially $45,000,000 gold. 

The revivifying influence of these re- 
mittances was felt throughout the whole 
of the Pearl River delta. They resulted 
in a demand for all sorts of goods, many 
of them American or other foreign prod- 
ucts, which was felt in all lines of trade 
in Hongkong and Canton. The trans- 
mission of such sums formed a consider- 
able part of the business done by some 
of the foreign and native banks with the 
Chinese population. Entire communi- 
ties in the comparatively few districts 
in South China which have sent almost 
all of the Chinese immigrants to the 
United States ever since Chinese emigra- 
tion commenced were supported by these 
American remittances; and such remit- 
tances have been going on for several 
generations. 

Swing the financial measuring com- 
pass around to Europe and we find en- 
tire villages in Italy, in the old Austrian 
Empire, in Greece, in Poland, and to a 
less extent in various other countries, 
largely supported in a similar way by 
remittances from the same source. In 
many foreign communities banks have 
been established for the sole purpose of 
handling this remittance business. Esti- 
mates of such immigrant remittances 
which have been made by the Depart- 
ment of Commerce and other authori- 
ties from year to year show that these 
payments from immigrants into the 
United States for the support of rela- 
tives in the old countries or for such 
purposes as travelling expenses to bring 
relatives and friends to the United 
States, or for investment—in short for 
personal purposes as differentiated from 
payment for merchandise—have amount- 
ed in the past ten years to nearly $4,000,- 
006,000 gross or a net loss to the coun- 


Offsetting Gold 
HILE much has been 
made of the fact that 

the United States has been 
losing gold very little at- 
tention has been paid to an 
important offsetting factor 
which is the steady decline 
in the amount of money 
being sent home by immi- 
grants. This article shows 
the change that has been 
taking place in the flow of 
these funds and points out 
the direct effect the new 
development has upon 
American banking and 
finance through the in- 
crease which has resulted 
in the supply of money re- 
maining in this country. 


try of over $3,750,000,000. This sum 
includes no part of the transactions 
which properly belong to the commer- 
cial world, but is confined rather strict- 
ly to the personal remittances of the 
15,000,000 or so foreigners resident in 
the United States to their homelands 
for which there is no material return. 


Declined Rapidly 


T= high point of these remittances 
seems without doubt to have been 
reached in 1920 when the estimated total 


was placed at $700,000,000. Since that 
year the remittances have been declin- 


ing rapidly and more or less steadily. 
The estimate of the Department of Com- 
merce for 1928 makes no material 
changes in the details of the estimate 
for 1927, but in the interest of conserva- 
tism will allow for a reduction of from 
5 to 10 per cent in the 1927 totals, thus 
bringing the estimated gross remittances 
for the year to about $200,000,000, al- 
though there are many reasons for be- 
lieving this estimate much too low. 

The Review of Economic Statistics in 
July, 1919, estimated the average annual 
remittances of immigrants in the period 
from 1896 to 1919 at $150,000,000 al- 
though other authoritative estimates 
placed the annual average much higher. 
This same authority estimated that by 
1914 the annual average had reached 
from $200,000,000 to $250,000,000, the 
remittances during the war having fallen 
off to such an extent as to bring the 
average to the $150,000,000 noted. The 
Harvard Committee on Economic Re- 
search, after a comprehensive investiga- 
tion in 1919 which included the circu- 
larizing of banks in American cities hav- 
ing large alien populations, estimated the 
immigrant remittances that year at 
$600,000,000. The same authority esti- 
mated that the total in 1920 was $700,- 
000,000 and in 1921 $500,000,000. These 
estimates include as immigrant remit- 
tances money sent abroad by immigrant 
or other minor relief organizations. 

In 1922 the Department of Commerce, 
through its Finance and Investment Di- 
vision, commenced its series of estimates 
of the balance of international payments 
of the United States during the prepara- 
tion of which it investigated the matter 
of immigrant remittances with increas- 
ing thoroughness from year to year 
culminating in a thorough canvass of 
the world through commercial attaches 
and consular officers covering the year 
1927. The results of its canvass and 
the previous estimates above are given 
in the accompanying table covering the 
past ten years. 


Immigrant Remittances of the United States 


Gross 
Remittances 
$600,000,000 

700,000,000 
500,000,000 
400,000,000 


$3,926,000,000 
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Carried Out 
By Aliens 


$30,000,000 
14,000,000 
16,000,000 
15,000,000 
22,000,000 
20,000,000 
15,000,000 


$132,000,000, 


Brought In 


By Aliens Net Loss 


$600,000,000 
700,000,000 
500,000,000 
400,000,000 
290,000,000 
300,000,000 
310,000,000 
287,000,000 
206,000,000 
190,000,000 


$3,783,000,000 


$30,000,000 
60,000,000 
50,000,000 
40,000,000 
35,000,000 
35,000,000 
25,000,000 


$275,000,000 
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Year 
1923.......... 336,000,000 
334,000,000 
335,000,000 
300,000,000 
1927.......... 22150007000 
1928.......... 200,000,000 
|_| 
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Represent a Serious Loss 


the chief interest of the 
American public in these statistics 
lies in their sociological aspect. They 
have a very significant bearing upon the 
immigration question both as to the re- 
sults of previous immigration and as a 
commentary upon future immigration if 
the bars are let down. They serve to 
explain the anxiety of several of the 
European nations as to the immigra- 
tion restriction laws of the United 
States and indicate how disastrous has 
been the effect of such laws upon many 
foreign communities. However, they 
merit no less attention on the part of 
the financial interests of the country. 

From a banking standpoint the gross 
remittances as above given are the most 
interesting fea- 
tures of the sta- 
tistics not only as 
indicating the vol- 
ume business 
done but also be- 
cause they involve 
the feature of 
practically no re- 
turn remittances 
of the same sort. 

In the broader, 
economic aspects 
of the subject 
these remittances 
merit considerable 
thought as repre- 
senting a serious 
net money loss to 
the country — 
sheer gifts from 
one country’ to 
other countries ex- 
cept in so far as 
we can count the 
work, earning 
power and materi- 
al production of 
the immigrant 
wage-earners as 
compensating as- 
sets. No other 
country the 
world has ever had 
such a drain upon its cash resources from 
year to year for such a cause although 
remittances from some of the South 
American countries, notably the Argen- 
tine, are large and probably are as great 
a drain, proportionately, as that upon 
the United States. 

All these figures are, of course, mere 
estimates, but they are estimates made 
after the most painstaking investigation 
and are based upon all knowable facts. 
Most such remittances are made through 
banks, postal money orders and by cur- 
rency in letters. The proportion of re- 
mittances by banks which can properly 
be counted as immigrant remittances 
cannot be ascertained. The amount re- 
mitted by postal money orders is known 
and the proportion of. such payments 
which can properly be counted as immi- 
grant remittances can be more or less 
accurately estimated. But remittances 
of currency can be directly traced in 
no way. Yet it is known that such re- 
mittances have been large, particularly 
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during the years immediately after the 
World War when European distress was 
so great and European currencies were 
so depreciated that American currency 
was proportionately more valuable than 
its equivalent in local money. 


Italy Leads 


a several years past the excess of 
American paper currency received 
from abroad by American banks over 
the amount they exported has averaged 
something like $40,000,000 a year. Much 
of this money is carried abroad by Amer- 
ican tourists, seamen on vessels from 
the United States and similiar distrib- 
uting agencies although conversely a 
considerable amount is brought in by re- 
turning tourists and by immigrants. Ac- 


They'll soon be sending money back 


cordingly there are no means of ascer- 
taining the sums distributed abroad by 
emigrant letter remittances. In short, 
all such statistics from the nature of the 
case must be arrived at by indirect 
methods. 

It follows naturally that there are 
wide discrepancies in the estimates given 
by various authorities upon all these 
items—discrepancies not only as between 
American estimates and estimates abroad, 
but also as between estimates in the 
same countries. For example, Italy us- 
ually receives well toward $100,000,000 
in such remittances from the United 
States annually, but during 1927 there 
was an exodus of capital from Italy as 
a result of exchange conditions and the 
Italian Minister of Finance claimed that 
withdrawals of immigrants’ funds dur- 
ing the year equalled the remittances re- 
ceived. Other authorities and the best 
estimate of Italy’s balance of interna- 
tional payments, however, indicate that 
net immigrant remittances must have 


been about $45,000,000, the amount esti- 
mated by the American authorities. 
There has been widespread change in 
the volume of these payments to various 
countries in the past few years. In 1922, 
1923, and 1924, during the period of the 
depreciated mark, Germany’s receipts 
from this source were estimated at about 
$80,000,000 a year while the annual re- 
ceipts in Poland were about $30,000,000, 
Greece about $20,000,000, Ireland about 
$20,000,000, Russia about $25,000,000 and 
Italy’s, as above indicated, something 
like $100,000,000. The latest estimate of 
the Department of Commerce places the 
net remittances to Germany annually 
for the past two years, that is, the gross 
remittances less allowances for the 
amount brought into and taken out of 
the country by German immigrants—at 
only $8,000,000 
while those to Po- 
land are estimated 
at $17,500,000; 
Italy, $45,000,000; 
while Greece has 
increased to $24,- 
000,000 and Ire- 
land and Russia 
receive about $10,- 
000,000 and $12,- 
000,000 respective- 
ly. Even with its 
greatly reduced 
net receipts — its 
gross is still well 
toward the former 
volume—lItaly still 
leads all countries 
in the amount of 
such remittances. It 
may be added, par- 
enthetically, that 
none of the esti- 
mates herein given 
or heretofore made 
by the Department 
of Commerce _in- 
clude any allow- 
ance for the $20,- 
000,000 or so a 
year earned by 
wage-earners in 
American cities 
along the Canadian border who reside 
and presumably carry into and spend 
their incomes in Canada. This item will 
be duly provided for in future calcula- 
tions of the Department. 


Distress Became Less 


TS great variation in the volume of 
these payments from residents of the 
United States to dependents in other 
countries reflects the international play 
of great social and economic forces in 


the most striking manner. Allowing for 
considerable over-estimate of remittances 
in the first few years after the World 
War and similar underestimates in the 
past two years, both of which allowances 
probably should be made, there is a 
variation of something like 300 per cent 
during the course of ten years. 

The heavy remittances immediately 
after the war are easily understood. 
During these years Europe was in the 

(Continued on page 1038) 
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In Chicago 


A 20 Million Dollar Securities Company 


The Continental Illinois Company — 
combining the personnel, resources, busi- 
ness of the Continental National 
Company and the bond: department of 
the Illinois Merchants Trust Company — 
is now transacting business in its invest- 
ment-banking headquarters in Chicago 
and through its offices in New York, 
and eleven other cities. This Company, 
engaged in underwriting, wholesaling and 
retailing investment securities, has in- 
vested capital of 20 million dollars and 
is affiliated with the billion dollar Conti- 


nental I[linois Bank and Trust Company 


CONTINENTAL ILLINOIS 
COMPANY 


CHICAGO 
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INVESTMENT COUNSELLORS TO BANKS SINCE 1893 


WIDE CHOICE 


Sor 
SAFE 


INVESTMENT 


O THE investor goes much of the 

credit for the growth of industry and 
the development of corporate finance which 
have taken place since 1890. And con- 
versely, this development has expanded 
the opportunities for safe investment. 


Customers of a bank have available to 
them today an almost infinite variety of 
channels for investment. In addition to 
the rails and municipals which dominated 
investment interest a quarter century ago, 
there are the utility, industrial, investment 
trust and foreign securities; fields in which 
many millions are employed each year. 


Because of this ever-growing complexity, 
a strong and intimate investment connec- 
tion is more useful to a bank than ever 
before. The experience and knowledge of 
a seasoned and responsible investment 
organization are dependable aids to sound 
investment of the funds of both the bank 
and its customers, and many banks have 


been quick to make the most of them. 


This house, founded in 1893, has devel- 
oped its facilities out of the experience of 
more than a third of a century. This expe- 
rience forms the basis of an investment 


service thatis unusually broadand complete. 


A. G. Becker & Co. 


Sound Securities for Investment 
CHICAGO 100 South La Salle Street; NEW YORK and 


Other Financial Centers 
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Farm Problems of Tomorrow 


By C. B. SHERMAN 


Will Consumption of Minor Crops Keep Pace with Production? 
Human Element Chief Factor, Limiting Outlets for Fruits and 


Vegetables. 


Larger Markets Abroad Sought, But Stiff Foreign 


Competition Foreseen. Price Forecasting Now Being Developed. 


ILL present tendencies in 

American diet continue? 

Can the fruit and vegetable 

trade, and bankers who are 
financially interested in it, count upon 
increasing business prosperity, and the 
dietary and other competitive advan- 
tages of fruit and vegetables, to expand 
the consumption of these products at as 
rapid a rate as in the past? These are 
among the ,questions*to be examined by 
all those who have the future welfare 
of the industry at heart. 

In considering the demand outlook for 
fruits and vegetables the competition 
between different kinds of fruits and 
vegetables for a place in the consumer’s 
diet must not be overlooked. An in- 
crease in the income of consumers as a 
group is likely to be reflected in a larger 
consumption of some fruits and vege- 
tables, an increase in the premiums 
paid for higher quality produce, and a 
shift in consumption from what may be 
considered the less desirable to the more 
desirable products. 

No thorough analysis of the demand 
for the different classes of fruits and 
vezetables has been made, but it may 
be observed that there has been an 
enormous increase in the demand for 
citrus fruits, while the demand for 
apples and peaches appears to have in- 
creased but little. A study of apples 
shows that while the demand for all 
apples in the United States may not 
have increased per person in the past 
ten years, higher prices for the better 
varieties indicate clearly a marked in- 
crease in the demand for the high- 
quality apples. The competitive advan- 
tage or handicap from a demand point 
of view which one fruit or vegetable 
may have over against another, is, some- 
thing which producers cannot afford to 
overlook. 


The Stubborn Fact 


BVIOUSLY, one of the chief fac- 
tors limiting the outlet for fruit 
and vegetables is the natural limitation 
upon human consumption. Regardless 
of the terms in which we think, we are 
faced with the stubborn fact that the 
capacity of human consumption is 
limited. It is possible to feed a man 
until he wants no more, and in planning 
both production and marketing this fact 
must be considered. 
The effect upon the demand for a given 
fruit, of increasing supplies of other 
fruits and of the limitations of the 


Capacity 
business of farm- 

ing is brought down to 
fundamentals in this, the 
second of a series of three 
articles, with the statement 
that: “One of the chief 
factors limiting the outlet 
for fruits and vegetables is 
the natural limitation upon 
human consumption. Re- 
gardless of the terms in 
which we think, we are 
faced with the stubborn 
fact that the capacity of 
human consumption is 
limited. It is possible to 
feed a man until he wants 
no more, and in planning 
both production and mar- 
keting this fact must be 
considered.” 


capacity of consumers, may be illus- 
trated by an analysis of orange prices. 
The supply of oranges consumed in the 
United States has increased markedly 
in the past ten years. Prices have been 
well maintained, indicating that the de- 
mand for oranges has also increased 
greatly. In terms of prices in New 
York, demand appears to have increased 
at the rate of about fifty cents per box 
per year up to 1924. Since then the 
rate of increase has been much less. 
There is in these facts a definite sug- 
gestion that after a rapid increase in 
demand, a continued expansion in pro- 
duction may for a time at least be con- 
fronted with a slow rate of increase in 
demand, until new avenues of consump- 
tion are developed. 


Inordinate Heights 


EMAND for 
rapidly’ in spite of the increased 


oranges increased 
output of competing fruits, such as 
grapes, grapefruit, pears and straw- 
berries, yet it is apparent that the sup- 
plies of these fruits affect the demand 
for oranges. When the supply of such 
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fruits is plentiful during the marketing 
season, a given supply of oranges brings 
a somewhat lower price. When the 
supply of these competing fruits is 
relatively small, the same supply of 
oranges brings a somewhat higher price. 
Studies indicate that a supply of com- 
peting fruits 10 per cent more or less 
than normal is likely to reduce or in- 
crease the price of oranges at New York 
by about fifty cents per box.” 

Costs of distribution have mounted to 
what appear to be inordinate heights. 
Over this phase of distribution the in- 
dustry has relatively little influence. 
But the industry can do much to in- 
crease profits through feeding under- 
supplied markets, avoiding gluts, and 
supplying consumers with the kind and 
quality of fruit they prefer. 

A careful analysis of the market 
areas of the United States may reveal 
possibilities for expansion. An exami- 
nation, for example, of the records of 
unloads of apples in various markets 
shows quite a difference in the quantities 
per capita unloaded at these markets. 
It appears that Boston and Detroit take 
a per capita supply of about 0.6 of a 
bushel of apples a year, while Cleve- 
land takes a bushel and Cincinnati and 
Pittsburgh each take 1.3 bushels. Un- 
load statistics may not be an exactly 
accurate indication of consumption in 
these markets but these figures invite 
study. As the markets of the country 
are carefully combed, many opportuni- 
ties will be uncovered for further 
broadening the consumption of fruit. 


Racial Tastes 


SURVEY was made of the New 

York apple market which revealed 
some interesting facts as to how racial 
characteristics and incomes affect the 
market for apples. The Jewish popula- 
tion has a marked preference for Mc- 
Intosh apples; the Irish, Germans, and 
Scandinavians buy mostly Baldwins; the 
English prefer Delicious apples. Italians 
and Negroes show no marked preference. 
The highest income group prefer the 
highest priced apple on the New York 
market—the Delicious. When classified 
according to occupations, consumers in- 
dicate certain other demand characteris- 
tics. 

Importance of quality and appearance 
in the marketing of fruit could be 
specifically illustrated in many ways. 
In two recent reports, a study of the 
sales of McIntosh apples on the Boston 
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wholesale market in the fall of 1927 
showed that a layer pack brought a 
premium of 34 cents over a jumble pack; 
that apples of an average size of 3 
inches brought a premium of 66 cents 
over apples averaging 2 inches; that 
apples showing 10 per cent bruises % 
inch in diameter sold for 21 cents more 
per box than when showing bruises % 
inch in diameter, and so on. These de- 
tails assume importance when a pro- 
ducer and his banker are planning the 
shipment of a crop in which managerial 
ability, labor and money have been in- 
vested. Even preferences of markets 
that seem unreasoning should he con- 
sidered. Thus Boston pays a premium 
for brown-shelled eggs whereas New 
York City pays a premium for eggs 
with white shells. There are many other 
such contradictions which should be 
known to shippers. 


Disastrous Results 


E still have with us the problem 
of determining whether to sell now 
or how to distribute the product through 
the season. Failure to feed the market 
the proper volume 
of a perishable at 
the proper time 
frequently demor- 
alizes prices. 

Study of New 
York peach prices, 
for instance, shows 
that the concen- 
tration of daily 
supplies was one 
of the chief causes 
of the unsatisfac- 
tory returns for a 
large part of the 
peach shipments 
during a recent 
year. In seven market days in July 
of that year the total arrivals in New 
York were 1065 cars, averaging 152 
cars a day. About 27 per cent of all 
southern peaches shipped to New 
York in 1924 reached the market 
during that brief period. The results 
were disastrous. The average price of 
all peaches sold during those seven days 
was $1.20 per crate and the average 
return to the shipper was forty cents 
per crate. Picking and packing costs 
alone amounted to about fifty-three cents 
per crate. 

Here again the government is making 
detailed studies of seasonal prices re- 
ceived for the product. Intelligent 
action based upon such studies will ma- 
terially increase the returns to the in- 
dustry by reducing the losses which 
growers and marketing agencies have 
previously suffered when they have 
judged inaccurately the opportunities 
for marketing fruits and vegetables. 


Forecasting Prices 


|g ere analyses is one of the newer 
lines of study conducted by the gov- 
ernment to meet the need for economic 
knowledge regarding agriculture in gen- 
eral and some of the analyses have been 
applied to fruits. 
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This price analyses work has reached 
a point where in the case of several 
commodities it is possible to estimate 
accurately the normal prices for any 
given combination of supply and demand 
conditions. Even though prices may be 
out of line for short periods they even- 
tually fall in line with supply and de- 
mand conditions. It follows that if at 
any time it is found that the price is 
out of line. with fundamental supply 
and demand conditions, with these con- 
ditions remaining the same, prices will 
rise or fall according to whether at the 
time they are too low or too high with 
reference to supply and demand condi- 
tions. 

Without going into details, such are 
the fundamental facts which have been 
taken into account in supplying the re- 
sults of research to indicating price 
prospects. Forecasting prices is really 
not unlike forecasting the weather or 
the crops. Weather and crop forecasts 
are based upon physical laws; price 
forecasts are 
based upon eco- 
nomic laws. A 
price forecast, like 


Citrus fruit packing house. Packing 
California oranges in the plant of a 
cooperative association 


weather and crop forecasts, is based 
upon current conditions and knowledge 
as to how such conditions have worked 
out in the past. 

Foreign market takings of apples and 
many of the dried fruits have been an 
important factor in the demand for 
fruits during the past ten years. Many 
of the north European countries are 
now ‘making increasing importations of 
fruits from the United States. Exports 
of fruits for the past year are consider- 
ably in excess of the pre-war average 
of exports. The value of canned fruits 
exported in 1927-28 increased from 
$4,000,000 to $23,000,000, and the fresh 
and dried fruits exported that year 
amounted to about 258 per cent of the 
annual pre-war exports. Raisins have 
shown the most spectacular increase in 
exports of any item in our entire fruit 
trade. 

Possibilities of developing an export 
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trade in southern fruits and vegetables 
by direct shipment to European markets 
from southern ports are seen by gov- 
ernment experts. There is increasing 
foreign demand for American grape- 
fruit, and a demand for high-quality 
oranges, they find. Many thousands of 
bushels of American peaches properly 
packed and shipped may be sold in 
Great Britain. Lettuce and celery may 
be marketed abroad successfully. 

Florida grapefruit arrives abroad in 
better condition than that from any 
other source, but any further increase 
in its consumption is largely dependent 
upon its price to the consumer. Direct 
shipments from ports in Florida should 
help this situation. 

It is difficult to measure statistically 
the trend of fruit consumption in our 
European markets because of the lack 
of fully adequate data on fruit produc- 
tion in these countries, but it is known 
that more interest is being taken in 
fruit as an item in the diet, more is 

being consumed, 
and that advertis- 
ing has stimulated 
fruit consumption 
in Great Britain, 
Germany and Den- 
mark. The “Eat 
More Fruit” cam- 
paign in England 
was very success- 
ful. Per capita 
consumption of 
dried fruit in most 
of the leading Eu- 
ropean markets 
has been slightly 
higher during re- 
cent years than 
before the war. 
The imports of 
canned fruit have 
been on a substantially higher level. In 
short, the trend of consumption of fruit 
in European markets is probably up- 
ward. 


Other Outlets Abroad 


WE ping of Europe our principal 


foreign market is Canada. Be- 
cause of its proximity and the close 
trade relations, however, this market is 
considered by fruit shippers more as an 
extension of our domestic market than 
as a foreign market. Our other foreign 
fruit markets are small and our fruit 
trade with them is based largely on the 
sale of the highest grades of fruit for 
the consumption of the well-to-do classes 
who appreciate and can afford the best 
quality fruit. Such markets as Mexico, 
Argentina, and Brazil fall in this class. 
There is a small but growing market 
in China for Pacific Coast fruits and an 
expansion in this trade can undoubtedly 
be expected. At present, most of our 
fruit is sold in the Port cities to Ameri- 
can and European residents and to the 
wealthier Chinese. The latter group 
has, in the aggregate, a substantial pur- 
chasing power and with stable economic 
and political conditions prevailing it 


(Continued on page 1037) 
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Profit Possibilities 


American Appraisals frequently 


include reports on the value of 
enterprises in terms of their 
ability to produce earnings. 
Bankers find these notable for 
the breadth of the study, the dis- 


passionate weighing of evidence. 
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This typewriter bookkeeping machine 
.is specially designed for the moderate- 
sized bank. With this ove Burroughs 
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posted records for three departments: 


Loan and Discount — 
General Ledger —Transit 


A Burroughs man will be glad to explain 
the many advantages of handling your work 
on this machine. Call the Burroughs office 
near you, or write: 


Burroughs Adding Machine Company 


Detroit, Michigan 
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The Present Status of the Bank 
Tax Movement 


By THOMAS B. PATON 


General Counsel, American Bankers Association 


Failure in 70th Congress of Proposed Amendments to Place 
National Banks in Special Tax Class. Brief in Opposition Filed 


by American Bankers Association and Statistics Gathered. Trend 


ITH the close of the seven- 

tieth Congress, a brief re- 

sume stating the salient 

‘ points in the bank tax situ- 

ation and the future outlook will be 
given.* 

The Seventieth Congress closed with- 
out favorable action by either Senate or 
House Banking and Currency Commit- 
tee on the Norbeck-Goodwin bill to 
amend Section 5219 U. S. Revised 
Statutes so as to permit the states to 
classify national banks for purposes of 
taxation with business real estate and 
individuals and corporations receiving 
deposits subject to check. To the con- 
trary, on February 22 the House Com- 
mittee rejected a motion by Mr. Good- 
win to favorably report his bill, the 
committee voting to lay the motion on 
the table. Following this, Chairman 
McFadden on February 26 made a state- 
ment to Congress (reported in Congres- 
sional Record, February 27, p. 1929) 
reviewing the situation and saying in 
conclusion: 

“In the face of the plain duty of Con- 
gress to safeguard the national banks 
against discrimination in taxation, the 
bars of protection as now established un- 
der Section 5219 cannot, in the opinions 
heretofore expressed and made of record, 
be lowered. The states are afforded the 
fullest opportunity to tax national banks 
fairly, and it is for state legislatures to 
mold theirs bank tax laws according to 
the general rules prescribed by Congress 
which, of necessity, must consider the 
subject from the broad standpoint of the 
Federal Government and of all the states. 
It is manifestly impossible to vary a na- 
tional standard in order to meet the pecu- 
liarities of a few state taxing systems. 
Taking the country as a whole, the earn- 
ings of national banks do not warrant 
permission to states to tax them at a 
greater rate than they tax the same kind 


of property as that in which national 
banks employ their funds nor more than 


they impose upon financial, mercantile, 
manufacturing, and business corpora- 
ons.” 


This virtually notifies the states that 
they must revise their own tax systems 
rather than appeal to Congress. 

One strong factor in the situation has 
been the firm stand taken by the Comp- 
troller of the Currency in his last an- 


*For a complete history of the movement 
initiated by Tax Commissioners of certain 
of the states to procure amendments by 
Congress of Section 5219, U. S. Revised Stat- 
utes, see previous articles, ‘‘New Threat to 
Barrier Against Overtaxation of National 
Bank Shares,” A. B. A. JouRNAL, December, 
1927; “The Bank Tax Situation,” A. B. A. 


JOURNAL, September, 1928 


to Income Basis for Bank Taxation by States. Future Outlook. 


nual report to Congress opposing any 
amendment to Section 5219. The Comp- 
troller pointed out that the present law 
affords ample opportunity for the equi- 
table taxation of national banks, at the 
same time protecting them from unjust 
discrimination by the states, and that 
it indirectly gives similar protection to 
state chartered banks. He declared the 
proposed amendments harmftl and un- 
necessary.} 


Association Brief Filed 


4 brief of the American Bankers 
Association in opposition to further 
amendment of Section 5219 U. S. R. S., 
prepared by Mr. Philip Nichols of Bos- 
ton was completed and filed with the 
Banking and Currency Committees of 
Senate and House before the close of 
the Seventieth Congress and a copy 
delivered to each member of those com- 
mittees; as well as placed in the hands 
of members of interested committees of 
the American Bankers Association. This 
brief, covering 165 printed pages, is a 
most able document and presents con- 
vincing arguments in support of two 
main propositions, thus summarized in 
the brief: 
I 


The taxation authorized by the pro- 
posed amendment to Section 5219 would 
subject national banks to taxation exces- 
sive in amount and unsound in economic 
and legal theory. 

(1) The Fourteenth Amendment does 

not give adequate protection. 

(2) The provision that the tax shall not 
exceed that imposed on other in- 
stitutions receiving money on de- 
posit subject to check does not give 
adequate protection. 

(3) The provision that the tax shall 
not exceed that on real estate used 
for mercantile purposes does not 
give adequate protection. 

(4) A high tax on shares is unsound in 
economic theory and would produce 
results opposed to public policy. 

(5) A tax on shares of banking insti- 
tutions at the same rate as on real 
estate is inconsistent with sound 
principles of taxation. 


II 


Under Section 5219 as it now stands it 
is possible for every state in the Union 
to impose adequate and reasonable taxa- 
tion of national banks without any sub- 
stantial derangement of its existing sys- 
tem of taxing other classes of property. 

(1) The problem in its acute form ap- 

plies only to a limited number of 
states. 


tSee “The Comptroller’s Stand on Bank 
7 A. B. A. JouRNAL, January, 1929, 
p. . 
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(2) An excise tax on national banks 
measured by income from _ all 
sources may be levied by every 
state. 

(3) An excise tax measured by income 
may be levied on national banks 
even if mercantile, manufacturing 
and other business corporations are 
not subjected to the same form of 
tax. 

The brief contains statistical tables 
showing tax discrimination against na- 
tional banks in favor of other competing 
moneyed capital and the extent of such 
competition; and a voluminous appendix 
contains the constitutional provisions of 
all the states and the decisions there- 
under affecting the power of the states 
to levy excise taxes on national banks 


measured by income. 


Statistical Information 


N an endeavor to get at the actual 

facts of the situation, the American 
Bankers Association, through its tax 
committees, has accumulated a consider- 
able mass of statistical information re- 
lating to the taxation of banks and busi- 
ness corporations in all the states 
While it was found impracticable to 
procure figures of corporation capital 
which would provide an adequate basis 
for determining what percentage of 
their capital, the various classes of cor- 
porations paid in state taxes, we were 
successful in procuring from the Internal 
Revenue Department the income tax re- 
turns for 1926, classified by states, of 
manufacturing, mercantile, business, 
financial and banking corporations and 
from these figures have been able to as- 
certain the percentage of their net earn- 
ings paid in state and local taxes by 
these various classes of corporation. It 
appears therefrom that the banks, both 
national and state, in nearly every state 
pay in state and local taxes a much 
larger percentage of their net income 
than does any other class of business cor- 
poration—especially is there a marked 
discrimination in favor of other com- 
peting financial corporations—and fur- 
thermore that a considerable proportion 
of banks in a number of states have no, 
or very little, net income. In the face 
of this information, it will be extremely 
difficult to convince Congress that the 
states need more leeway in their ability 
to tax national banks. Rather should 
there be a revision of the tax systems 
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of a number of states to equalize the 
tax burden and procure from under- 
taxed competing financial partnerships 
and corporations their fair share. 


Trend to Income Basis 
for Bank Taxation 


| by view of the position taken by the 
American Bankers Association that 
states, dissatisfied with their system of 
taxation of national bank shares, have 
it within their power, under the existing 
Federal law, to substitute the income 
basis and impose an excise tax on na- 
tional banks measured by net income, 
it is gratifying to note that the States 
of California, Oregon and Washington 
have, during the present year, adopted 
this basis as a solution of their bank 
tax problem. 

In February, both houses of the Cali- 
fornia Legislature, with only one dissent- 
ing vote in the House, passed a bill 
putting into effect the constitutional 
amendment adopted by the people last 
November and providing a 4 per cent 
tax measured by net incomes of banks 
and corporations. The Legislature also 
passed a new intangible tax law. 
Senator Nelson, who sponsored these 
measures, said: 

“IT am quite well convinced, so far as 
the banks are concerned, that the exist- 
ing litigation over taxes will be with- 
drawn by them and that we shall go 
forward under the bank tax measure as 
well as under the intangible tax, to a 
new deal, fair and just to all concerned.” 

Bills imposing a 5 per cent tax meas- 
ured by income have also been passed 
in Oregon and Washington and similar 
legislation is pending in Oklahoma. In 
Oregon the bill taxes both banks and 
business corporations and in Washing- 
ton the tax is upon banks and financial 
corporations measured by their net in- 
come, including savings and loan associ- 
ations, finance corporations and mutual 
savings banks, but the excise is not im- 
posed upon business corporations. With 
the States of Massachusetts, New York 
and Wisconsin, where such laws have 
been passed in previous years, there is 
now an imposing array of six States 
which have adopted the income basis 
for bank taxation with more in prospect 
and the trend is evidently that way. 
The Legislature of Kansas which state 
has had trouble with bank share taxa- 
tion, due to its low rate upon competing 
intangibles, has this year retained that 
tax and its mortgage registration tax, 
but provided for submission to the 1930 
electorate of a proposed amendment to 
its Constitution to empower the Legis- 
lature to levy a tax on incomes, indi- 
vidual and corporate. 

The Legislature of Indiana also this 
year provided for submission to the 
people at the primary election in May, 
1930, of a proposed amendment to the 
Constitution to permit income taxation 
but owing to an error in engrossing, not 
discovered until after adjournment, the 
bill could not be signed by the Governor 
and the whole question must await the 
next Legislature. It is contended in the 
brief of the American Bankers Associ- 
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ation that no constitutional amendment 
is necessary in any state to enable excise 
taxation of national banks, measured by 
income, as distinguished from direct in- 
come taxation as to which the con- 
stitutional power of many of the states 
to levy direct taxes upon income of 
either individuals or corporations is 
questioned; doubtless, therefore, the 
above constitutional amendments are 
proposed to clear up any doubt upon the 
question. 


Revision of Intangible 
Tax Laws 


N some of the states which impose a 

low rate tax upon intangibles and 
have found it impossible to levy such 
tax upon moneyed capital in the form of 
intangibles which enter into competition 
with national banks without violating 
Section 5219 U. S. Revised Statutes, a 
revision of the intangible tax laws of 
such states has been made or is in con- 
templation. Thus in Montana, the legis- 
lature has amended the tax law this 
year so as to provide a classification of 
intangibles into (1) moneyed capital 
coming into competition with the busi- 
ness of national banks or employed in 
conducting a banking or investment 
business, excepting non-competitive per- 
sonal investments and (2) moneys and 
credits not constituting competitive 
moneyed capital. The former class to- 
gether with shares of both national and 
state banks are taxed on a basis of 30 
per cent of true and full value, while 
the basis for the latter or noncompeti- 
tive class is 7 per cent. 

Also in Minnesota, in view of the fail- 
ure to procure an amendment of Section 
5219 at the last Congress, bills have re- 
cently been introduced, at the instance 
of the tax authorities, removing from 
the three mill tax class and providing a 
tax on the same basis as bank shares of 
competing moneyed capital in the hands 
of individuals and of corporations en- 
gaged in any kind of financial or invest- 
ment business, including building and 
loan associations. These bills provide a 
well-thought-out scheme to subject to 
the same degree of taxation as is im- 
posed on the banks, a large amount of 
competing moneyed capital employed by 
building and loan associations and by 
individuals and corporations engaged in 
all kinds of financial or investment busi- 
ness. The legislation thus proposed is 
an evidence that the situation under 
which the taxation of competing 
moneyed capital at a lower rate was held 
to constitute a violation of Section 5219 
U. S. Revised Statutes, is susceptible of 
correction by the state itself without 
the necessity of appealing to Congress 
to amend that section. 


The Future Outlook 


OTWITHSTANDING the refusal 

of the 70th Congress to further 
amend Section 5219, there are indica- 
tions that the movement to procure an 
amendment will be vigorously prose- 
cuted in the 7lst Congress. The Minne- 
sota Legislature early in February 
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adopted two joint resolutions (1) calling 
upon Congress to amend Section 5219 
so as to permit the taxation of national 
bank shares according to the pending 
bills and (2) urging cooperation by all 
other states affected to secure an appro- 
priate amendment through a conference 
of delegates of the states to be held at 
Washington and a campaign of pub- 
licity; and requesting the Governor of 
Minnesota to fix a date for the confer- 
ence and communicate the Minnesota 
resolutions to governors of the other 
states to the end that their respective 
legislatures might take similar action. 
Although a large majority of the states 
did not take the requested action, we 
have information that memorials of like 
nature have been addressed to Congress 
by the legislatures of Kansas, South 
Dakota and Washington, notwith- 
standing the latter state also passed 
the Excise law. Concerning the Wash- 
ington memorial, we are informed by the 
secretary of the Washington Bankers 
Association that “the resolution and me- 
morial were slipped through and passed 
during the hectic days just preceding 
the close of our legislative session. The 
subject matter of the memorial to Con- 
gress was never considered at any com- 
mittee hearing and we were denied the 
opportunity of presenting our objections 
to it. The real purpose of the memorial 
seems to have been a sort of a ‘sop’ to 
those who were subjected to taxation 
under the terms of the bill providing for 
taxation of banks and other financial 
corporations according to or measured 
by net income.” 


The Minnesota Situation 


HE tax commissioners in Minnesota 

have been the leaders in the move- 
ment to procure an amendment to the 
share tax provision of Section 5219 
which would remove the 60-year-old pro- 
tective limitation that the shares of na- 
tional banks shall not be taxed “at a 
greater rate than is assessed upon other 
moneyed capital in the hands of indi- 
vidual citizens of such state coming into 
competition with the business of na- 
tional banks” and would permit that 
state, or any other state, to place na- 
tional banks in a class with mercantile 
real estate and institutions receiving 
deposits subject to check and to favor 
by exemption or low-rate taxation, a 
vast volume of moneyed capital in the 
hands of finance and investment cor- 
porations and of individuals, which is 
employed in direct competition with the 
business of national banks. The brief 
of the American Bankers Association 
fully demonstrates the disastrous results 
which would follow any such amend- 
ment. 

It is interesting to note that the 
Bank Commissioner of Minnesota has 
taken issue with others of the official 
family on the correctness of this policy. 
In his last biennial report to the Gover- 
nor, Bank Commissioner A. J. Veigel 
recommends the excise measured by net 
income for all the banks in the state, 
and in the following language points out 


(Continued on page 1040) 
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; = SEAL of the General Surety Company on 
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fies your judgment as to its absolute safety. 
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BONDED FLOORS IN THE 


Eq uitable 


Trust 
Buildin g 


N 1927, the Hotel Savoy- 

Plaza was selected by 
Building Investment Maga- 
zine as the outstanding construc- 
tion achievement of the year in 
New York City. 

In 1928, the Equitable Trust Company Build- 
ing wins the Award of Merit by this leading au- 
thority on building construction and maintenance. 


Both buildings enjoy the quiet comfort, the econ- 
omy and the lasting durability of Bonded Floors. 


BONDED FLOORS COMPANY INC. 


General Office: Kearny, N. J. Distributors in principal cities 


Above: Battleship Linoleum 
in library of Jerome & Rand, 
Counselors at Law. 


Top: Marble-ized Cork- 
Composition Tile in recep- 
tionroom, Murray, Aldrich& 
Roberts, Counselors at Law. 


Left: Bonded Floor of Bat- 
tleship Linoleum in working 
spaces of Equitable Trust Co. 


Extreme left: Bonded Floor 
of Battleship Linoleum in 
vaults of Equitable Trust Co. 


THE EQUITABLE TRUST BUILDING 


Architects: Trowbridge & Livingston; Contrac- 
tors: Thompson Starrett Co. 23,000 sq. yds. 
Battleship Linoleum, 2,700 sq. yds. Jaspé 
Linoleum and Jaspé “plank” floor, 18,000 sq. 
ft. Cork-Composition Tile were installed bs 
Bonded Floors Co. 


by a Guaranty Bond 
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Horse Sense and Credit 


Conditions 


An Address by Roy A. Young, Governor of the Federal Reserve Board 


Experience and Judgment Must Play Leading Parts in Solving 


Problem of Credit. 


Head of Federal Reserve System Analyzes 


Situation as Calling for Reflection and Cooperation by the 
Banks. Rediscount Rate Increases Considered as Last Resort. 


T has become unmistakably evi- 
dent that the Federal Reserve 
Board is undertaking to follow to its 
logical conclusion its 1929 policy for 
reducing the amount of reserve credit 
finding its way into speculative channels. 
On February 7 the Board issued what 
has come to be known as its “warning” 
statement. That was the first step. 
After the lapse of several weeks, dur- 
ing which no appreciable results were 
obtained, Governor Roy A. Young, of the 
Reserve Board, made an address on 
March 16 before the Commercial Club of 
Cincinnati in which he bluntly stated 
that the Federal Reserve System might 
be compelled to resort to higher redis- 
count rates. That was the second step. 
Governor Young’s address occupies a 
high point in the development of the Re- 
serve System’s program for halting the 
flow of funds into stock market opera- 
tions. It has an added significance in 
that it reflects a new policy of taking the 
public into the confidence of the system 
in the consideration of credit problems 
and the difficulties they occasion while 
they are actually pressing instead of 
when they have become history. The 
JOURNAL is presenting the address of 
Governor Young as an intergral part of 
the 1929 credit policy of the Reserve 
System. It follows: 


Synthetic Credit 


“Credit is a great invisible commodity 
which plays an important part in our 
every-day life. Economists, statisti- 
cians and others tell us it is based upon 
gold, and their statement is correct as 
far as it goes. 

“It has been my experience, however, 
that the big factor in the credit struc- 
ure is confidence and industry and en- 
ergy contribute in no small way toward 
maintaining confidence. 

“In other words, credit is synthetic— 
manufactured, if you will. Gold is one 
element, but confidence is the predomi- 
nant ingredient. 


Pyramiding Continued 


“The credit world is composed, as I 
see it, of borrowers, lenders and bank- 
ers who are the middlemen. Borrowers 
are interested in low rates and lenders 
are interested in high rates. 

“Inasmuch as bankers are. borrowers 


from their depositors and lenders to their 
borrowers, they are opposed both to ab- 
normally low rates of interest and to ab- 
normally high rates. Their interest lies 
chiefly in a continuous, smooth operation 
of the credit machinery. 

“During recent years we have experi- 
enced both low and high rates. From 
1920 to 1924 there was a large import 
movement of gold into this country, 
which permitted an unusually large ex- 
pansion of credit in all lines. 

“With this unusual opportunity for 
manufacturing credit, it was brought 
into existence and pyramiding continued 
in great volume until 1927, even though 
our gold holdings were not increased in 
any appreciable amount between 1924 
and 1927. Money rates during this pe- 
riod were at a low level. 

“In 1927 an export movement of gold 
started and continued until June, 1928, 
resulting in a total net reduction in our 
gold holdings of approximately $500,- 
000,000. Therefore, in June, 1928, we 
found ourselves supporting a greatly in- 
creased credit structure with $500,000,- 
000 less gold than we had in 1924. 


Made Rates Attractive 


“The loss of gold compelled member 
banks to plug up the holes in their re- 
serves by borrowing from the Federal 
Reserve System. When banks borrow 
from the system, tradition enters into 
the picture and, because of the eager- 
ness of individual banks to get out of 
debt, credit becomes less easily obtain- 
able and rates begin to firm. 

“Therefore, since August, 1927, when 
this export movement of gold started, 
there was a gradual tightening of credit 
and a firming of rates. At first it was 
not appreciable, but at the present time 
I think we are all cognizant that 
rates are much higher for all kinds of 
credit than they were in August, 1927. 

“For six years or more there has been 
an unusual demand for a form of credit 
that can properly be termed speculative; 
in fact, the unusually high rates that 
prevail in that field make it evident that 
the demand has pressed hard on the sup- 
ply, as measured by the willingness of 
the banks to lend for these purposes. 

“However, when the funds were not 
forthcoming from the banks, which are 
the regular distributors of credit, the 
speculator made the :rate so attractive 
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that corporations and individuals, both 
foreign and domestic, supplied the funds. 


All Credit Affected 


“The unusual demand for this partic- 
ular form of credit has had an effect 
upon the cost of all other forms of credit, 
so that practically all lines of commerce 
and industry have been affected to a cer- 
tain degree, although from all I can ob- 
serve at this time the increased rates to 
commerce and business have not so far 
been deterrent to active operation. 

“Generally speaking, the rates to the 
speculator have been increased from a 
minimum of 3% per cent to a maximum 
of as high as 15 per cent. 

“The open market commercial rates, 
which enjoy the advantage of several 
markets, have risen from 4 per cent to 
5% per cent and 6 per cent. Bills which 
finance the distribution of commodities 
have risen from 3% to 5% and 5% per 
cent. Rates charged by banks for over- 
the-counter borrowing by customers have 
also advanced by 1 per cent and 1% per 
cent. 

“The intermediate credit banks are 
paying about 1 per cent more to float 
their debentures, which, of course, is 
passed on to the borrowers, and live- 
stock loan companies have had to pay 
from 1 per cent to 2 per cent more, 
which also, to a more or less degree, is 
passed on to the producer. 

“Those who have resorted to long- 
time investment credit and have financed 
their affairs through bonds, have also 
been required to pay a higher rate, de- 
pending upon the character of their 
business. 


Everyone Pays More 


“From the banker’s point of view, he 
has had to pay higher rates to his de- 
positors, and what he has gained by 
higher rates through his discount wicket 
no doubt will be largely offset, in the last 
analysis, by the higher cost of his de- 
posits, by what he has lost in the depre- 
ciation of his bond account, and by losses 
that invariably develop during a period 
of expansion, although not usually dis- 
covered until periods of depression. 

“There are many people in the United 
States who feel that, because of some 
power that I am frank to confess is un- 

(Continued on page 1047) 
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A New 
Machine 
Posting 
Service! 


Your machine posting rou- 
tine, your machine posting 
needs may differ entirely 
from those of the ordinary 
business. Yet your stationer 
can fit your requirements 
perfectly with Irving-Pitt 
Machine Posting trays and 
devices: 


—Because I-P Machine 
Posting Equipment is the one 
absolutely complete line on 
the market— 


—Because it is the one line 
which intelligently antici- 
pates every situation—and 
meets it. 


—Because at least one of 
the four types of I-P Equip- 
ment corresponds to almost 
any method you might use. 


— Because all four types 
offer speed, accuracy and con- 
venience—at the lowest cost 
per record. 


Why should you reorganize 
your office procedure to fit 
new equipment when there 
is -P Equipment to fit your 
procedure? 


Ask your I-P stationer! He 
has a real Machine Posting 
Service to show you. 
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Dabbling in Bank Stocks 


By HOWARD H. PRESTON 


Department of Economics, Dartmouth College 


Increased Market Interest in Bank Stocks Raises New Issues. 
Breaking Shares Up Into Smaller Units Enables a Much Wider 
Distribution But May Lead to Greater Speculative Activity. 
Public Confidence So Far Unaffected by Price Fluctuations. 


HE market price of twenty-five 
leading New York banks’ stock 
more than doubled in 1927 and 
1928. In the weeks since Janu- 
ary 1, 1929, further phenomenal ad- 
vances in bank stock have been noted. 
New York bank stocks are not alone 
in this phenomenal upswing. Other 
banks east and west have shown as great 
or even greater advances. The market 
price of the stock of Chicago “Loop” 
banks has more than doubled in the 
past two years. In California, advances 
have been marked and long continued. 
Seattle bank stocks have boomed in a 
similar manner. The present market 
value of the stock of one of the larger 
national banks of that city is about four 
times what it was two years ago. It 
is unnecessary to multiply illustrations. 
These are not isolated cases. On the 
contrary it is common knowledge that 
stock of banks in our larger financial 
centers has made spectacular advances. 
Not only is there a demand for stock 
of established banks but there has been 
a veritable scramble for stock in newly 
organized banks. An _ illustration is 
afforded by the Sterling National Bank 
and Trust Company of New York. 
Daily papers of March 8, 1929, carried 
the announcement that the bank’s stock 
offering was oversubscribed twenty-two 
times. Even in those sections where 
bank failures and losses have been rel- 
atively heavy in recent years there is 
keen competition for an opportunity to 
open new banks. In Iowa, for instance, 
there have been as many as six or seven 
different groups competing for a single 
opening. 


Each Merger a Signal 


HAT is the explanation of this 

rapid rise in bank stock? A par- 
tial answer at least is the unprecedented 
changes in banks and banking resulting 
from mergers, the creation of bank hold- 
ing companies and the extension of 
branch banking. 

Bank mergers have always been with 
us but today the giants are uniting. 
New York has just achieved a two billion 
dollar bank by the merger of the Guar- 
anty Trust Company and the National 
Bank of Commerce. On March 18 
a $1,000,000,000 bank made its bow in 
Chicago as a result of the merger of 
the Continental National and the Illinois 
Merchants. Last summer two large 
Detroit banks joined forces and as a 


Unexplored 


IDESPREAD public 
participation in secu- 
rity transactions has pro- 
duced a marked increase in 
the activity of bank stocks. 
The effect of this develop- 
ment upon the banks and 
their shares has never been 
fully explored as there are 
as yet no comprehensive 
statistics on the subject. 
This article points out a 
number of logical possibili- 
ties in the situation from 
the standpoint of the in- 
vestor as well as of the 
banker which may serve as 
a guide for the considera- 
tion of what is likely to 
become a problem. 


result the city has a bank with an even 
hundred city offices—the largest number 
of branches operated by any American 
bank in a single city. As a result of 
the combined effect of branch banking 
and mergers San Francisco now has 
nine banks which rank among the 150 
largest banks in the world, a number 
surpassed only by New York and Chi- 
cago among American cities. Los An- 
geles by a recent merger of her two 
largest banks now has an _ institution 
with resources of nearly $750,000,000 
and about 150 branches distributed over 
Southern California. Time fails me to 
attempt to include even the important 
amalgamations but truly the “March of 
the Mergers,” described by Carl Wilson 
in the February issue of the JOURNAL 
proceeds apace. Each merger is a 
signal for a boom in the banks’ stock. 
Even the rumor of a merger is sufficient 
to create an outburst of speculation in 
the stock of the banks involved. 

In some sections, especially the Pacific 
states, the formation of bank holding 
companies has been responsible for 
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heightened public interest in bank stock. 
In Seattle, for instance, bank holding 
companies have been formed which, 
within a year, have transformed the 
banking structure of the city and 
aroused the public to a fever heat of 
interest in banks and banking. 

Branch banking has played a part, 
too, in arousing this banking conscious- 
ness. Fifty-one banks situated in cities 
of over 100,000 population (in 1920) had 
more than ten branches in operation on 
June 30, 1928. These branches have 
brought the public more directly into 
contact with the large banks. 

Withal the investment trust promoter 
has contributed to popular interest in 
bank stocks by playing up their profit 
possibilities. Some investment trusts 
are genuine bank or insurance company 
trusts. Others have only limited hold- 
ings of bank stock which are used to 
sweeten up a list of rather low-grade 
securities. Nevertheless the merits of 
bank stock as a long-time investment 
have been widely acclaimed in the adver- 
tising literature of numerous trusts. 
Investment trusts have also contributed 
directly to the demand for bank stock. 
Books, articles and the advertising 
literature of bank stock specialists have 
contributed to this popular interest. 

A minor factor in the situation has 
been the reduction of the par value of 
bank stocks. Bank stocks have been and 
for the most part still are high-priced 
stocks. As a consequence of large sur- 
pluses and secret reserves bank stocks 
have sold in numerous instances at from 
five to fifteen times their par value. 
Best known of the very high priced bank 
stocks is the First National of New York, 
which has recently been quoted at $6,000 
or $7,000 per share. The way is now 
open to bring down the market price per 
share by splitting the stock into smaller 
units if the bank so elects. A consider- 
able number of banks, including the 
giant National City Bank of New York, 
have taken advantage of this permissive 
feature. 

The result of reduced par value in 
most instances has been to somewhat 
broaden the distribution, increase the 
trading in the stock and give a fillip to 
the price. Recognition of these results 
may seem inconsistent with the state- 
ment above that the reduction of par 
value has been only a minor factor in 
the bank stock boom. Nevertheless I 
am convinced that this is the case. No 

(Continued on page 1048) 
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The modern cast stone facade permits, at eco- 
nomical cost, new and unique beauties of design. 
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The Diminishing Demand 


for Cash 


By E. A. GOLDENWEISER 


Director, Division of Research and Statistics, Federal Reserve Board 


Contracting Currency Holding Down Current Rates for Money. 
Diminishing Cash Requirements of Country Has Produced Off- 
setting Tendency Without Which the Cost of Credit Would Be 
Even Higher than at Present. New Circulation Trends Shown. 


HERE is $150,000,000 less money 
in the United States at the pres- 
ent time than two years ago. 
Everyday observation, as well as 
statistics, however, makes it clear that 
this decline in money does not mean that 
the country has become poorer during 
these years. On the contrary, the ag- 
gregate wealth of this country has in- 
creased by many billions of dollars dur- 
ing the past two years, and the decrease 
in the amount of money must be due 
to other causes than a loss of wealth. 

First of all, let us have a clear defini- 
tion of what is meant by money. In 
this connection the word has been used 
in a narrow sense, meaning cash, that 
is, paper money and coins in circulation. 
According to the official definition, and 
the one that must be used because it 
forms the basis of available statistics, 
money in circulation includes all kinds 
of cash outside of the Treasury and 
the Federal Reserve banks. Money held 
by other banks is, officially, money in 
circulation. 

When we speak of a diminution in 
the volume of money, therefore, we are 
referring to that class of money which, 
though popularly associated with the 
word, constitutes only a small part of 
the total means of payment used by the 
people of the United States. As much 
as nineteen-twentieths of all the pay- 
ments that are made by the people of 
this country are made by drawing checks 
on bank balances, and without the use 
of cash. A decrease in actual cash, 
therefore, unless it be accompanied by 
a proportionate decrease in other means 
of payment, may be the result of a vari- 
ety of developments, some of which may 
be merely mechanical in character, and 
may not reflect any change in economic 
conditions. 


Reasons for Decline 


i» seeking an explanation of the re- 

cent decline in money in circulation, 
it may be helpful to determine exactly 
when this reduction actually occurred. 
On the accompanying chart of money 
in circulation the heavy black line shows 
the daily average amount of money of 
all kinds in circulation in every month 
for the period from 1922 to the present 
time. This line, however, has _ such 


pronounced changes from season to sea- 
son, with sharp peaks caused by Christ- 
mas shopping, and other holiday de- 
mands, that it is difficult, by studying 
its course, to determine changes caused 
by other than seasonal factors. In order 
to arrive at an indication of non-sea- 
sonal changes, a broken line is shown on 
the chart representing a twelve-month 
moving average of the figures for money 
in circulation. In that line the magni- 
tude at each point is not the amount for 
that particular month, but for the aver- 
age of that month and the six preceding 
and five following months. By using this 
kind of an average, the movements in 
money in circulation are cleared of the 
effects of seasonal changes, because all 
seasons, of course, occur in the course 
of twelve months, and the line indicates 
changes that are due to non-seasonal 
factors. By studying this average line 
it will be discovered that the decrease 
in currency began early in 1927, and con- 
tinued into the spring of 1928, and that 
after that time there was not much 
change in the volume of currency. It 
is in 1927, therefore, that we must look 
for the principal reasons for the begin- 
ning of the decline in currency. 

A recession in industry and trade be- 
gan in the middle of 1927, and this de- 
crease in the country’s business result- 


ed in a decrease in employment and in 
payrolls, which are the principal class 
of payments that are generally made in 
cash and represent one of the largest 
single sources of demand for currency. 
Still another factor was a decline in re- 
tail prices, particularly in prices of food, 
which is bought for cash by many house- 
wives, and the price of gasoline, which 
is generally settled for by motorists on 
a cash basis. Industry, however, recov- 
ered in 1928, and in the latter part of 
the year was more active than at any 
previous time, and yet there was no cor- 
responding recovery in the volume of 
money in circulation. 


Less Cash in Vaults 


C is not entirely clear why there was 
no increase in currency in 1928, but 
certain forces working in that direc- 
tion can be determined. One factor was 
a decrease in the cash carried by com- 
mercial banks in vaults. In our banking 
system, under which cash in the vaults 
of member banks does not count as a 
part of the banks’ legal reserves, the 
amount of this cash is determined by 
custom and expediency, and member 
banks carry no more cash in their vaults 
than they think is necessary to meet 
the demands of their customers. Banks 
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that are not members of the Federal Re- 
serve System are regulated in this re- 
spect by the widely differing laws of the 
forty-eight states. As a rule, vault cash 
requirements under state law are rela- 
tively small, and often lower than the 
actual amounts that the banks find it 
necessary to carry. 

In 1928 banks had a strong incentive 
for trying to reduce to the lowest figure 
consistent with safety the amount of 
cash that they carried in vault. Money 
rates were very high and offered great in- 
ducements to the banks to place in the 
market as large a proportion of their 
funds as possible. Futhermore, member 
banks were heavily in debt to the Fed- 
eral Reserve banks, owing to gold ex- 
ports, and were desirous of reducing that 
indebtedness as much ds they could. Any 
excess cash that the member banks could 
spare out of their tills was, therefore, 
likely to be used either to increase their 
earning assets or to repay the Federal 
Reserve banks. Statistics on this point 
are not conclusive for reasons which it 
may be worth while to state in some 
detail. 

Reports which the Federal Reserve 
Board veceives weekly from about 600 
member banks in leading cities give the 
amount of cash held by these banks. This 
has shown a decrease in 1927, and again 
in 1928. It is not banks in leading 
cities, however, that carry the largest 
part of cash, because they are so situ- 
ated that they can obtain additional cash 
from the Federal Reserve banks or 
branches, or from other large banks in 
their cities. It is the country banks that 
have to carry the largest amount of cash 
in vault, and these banks do not report 
weekly. If the weekly reports are any 
indication, however, they show that 
there has been a tendency to reduce the 
amount of vault cash. 

Quarterly figures that the Federal 
Reserve System obtains from all mem- 
ber banks throw little light on the sub- 
ject, for the reason that they are fig- 
ures for one specific date, and usually 
a date that is somewhat distorted by 
end-of-fiscal-year or end-of-calendar-year 
conditions. The figures, as _ reported, 
showed that in June, 1928, and again in 
October, the amount of vault cash was 
substantially lower than in the same 
period in 1927. For all banks in the 
United States, the figures are available 
only once a year, on June 30, and are 
partly estimated. There is no conclusive 
assurance, therefore, that vault cash has 
been diminishing during 1928, but the 
available evidence indicates a decrease, 
and the presence of a strong motive 
for this decrease corroborates the evi- 
dence. 


Effect of Foreign Demand 


HERE has been another factor at 

work in reducing the amount of cur- 
rency in circulation—a factor which has 
nothing to do with conditions in this 
country. By referring to the curve of 
money in circulation, it will be observed 
that in 1923 there was a rapid increase 
in currency. This increase was not al- 
together due to domestic conditions, but 
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was caused in considerable part by a 
demand for American currency in a 
number of foreign countries. 

Demoralized currency conditions in 
these countries had shaken the confi- 
dence of the people in their own money 
and they were inclined to hoard Ameri- 
can currency because of its stable value. 
In some of these countries American 
money was actually used to make pay- 
ments, although the local authorities usu- 
ally discouraged that practice. A foreign 
demand for American currency becomes 
reflected in an increase in official figures 
showing money in circulation, even 
though the money actually in circulation 
in the United States does not change. 

With the return of the world to the 
gold standard and the reestablishment of 
stable values for foreign currencies, it 
is probable that a return flow of this 
currency from abroad set in. We know 
that a considerable amount returned 
from Germany in 1925 after the stabili- 
zation of the mark, and it is probable 
that additional amounts were returned 
from France and Italy in 1927 and 1928, 
when their currencies were first unoffi- 
cially and later legally stabilized. There 
has also been some return flow of cur- 
rency from Cuba, where American 
money circulates as legal tender, and 
where unfavorable economic conditions 
have caused a diminution in the demand 
for currency. 


Long-Time Trends 


T would seem, therefore, that the de- 

crease in money in circulation has 
been due to a variety of causes, includ- 
ing such different factors as a return 
of the world to the gold standard; tight 
money conditions in this country; a de- 
cline in the prices of food and gaso- 
line, etc. There are also some long-time 
trends that tend to reduce the amount 
of money in circulation, but these trends 


1925 


1926 1927 1928 


are slow and can account only for small 
changes over a short period of time. 
Among these developments the most im- 
portant is the gradually increasing use 
of checks by all classes of the popula- 
tion in making payments of various 
kinds and by business concerns in the 
payment of wages. A widespread de- 
velopment in that direction would result 
in a considerable decline in currency 
because, as has already been mentioned, 
payrolls are one of the largest single 
sources of demand for currency in the 
United States. These factors, however, 
as indicated, cannot account for any 
considerable part of the decline in the 
amount of currency in the past two 
years. 

If the decrease in the volume of cur- 
rency relates to a minor means of pay- 
ment, and is due largely to fortuitous 
circumstances, the question arises why 
it has been considered a subject of suffi- 
cient importance for investigation. The 
reason why the decline in currency is 
a matter of importance lies in the rela- 
tionship between the demand for cur- 
rency and the demand for reserve bank 
credit. An accompanying chart shows 
the volume of reserve bank credit in use 
and money in circulation by months for 
a period of years. It will be noticed 
at once that the large month-to-month 
fluctuations in reserve bank credit cor- 
respond closely to the same fluctuations 
in money in circulation. This relation- 
ship requires an explanation. 


Cash Calls for Credit 


NDER our system of currency the 

people of the United States do not 
carry any more money around with them 
than is necessary to meet their minor 
payments, such as gasoline, some gro- 
ceries, car fares, amusements, and other 
items calling for relatively small dis- 
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Meeting the Growing Needs of Banks 


THE RAPID growth and expansion of industry has resulted in 
increased demands on banks throughout the country. They, in 


turn, require more of their New York connections. 


These larger requirements are adequately met by the Irving 
Trust Company. The following comments recently were re- 


ceived by our Out-of-Town Office: 
“The service you are giving us ts very complete and 
satisfactory. It leaves nothing to be desired.” 


“The handling of our account with you ts and always 


his been entirely satisfactory.” 
The Out-of-Town Office, a complete banking unit devoted 
solely to serving customers outside of New York City, assures 


prompt and careful attention to details of service and the 


intelligent handling of transactions for its correspondents. 


OUT-OF-TOWN OFFICE 


IRVING TRUST COMPANY 
Woolworth Building, New York 
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THE EQUITABLE 
TRUST COMPANY 


OF NEW YORK 
11 BROAD STREET 


Madison Ave. at 45th St. 
28th St. and Madison Ave. 
Madison Ave. at 79th St. 

368 East 149th St. - 40 Worth St. 


District REPRESENTATIVES : 
PHILADELPHIA ° BALTIMORE 
SAN FRANCISCO ° ATLANTA 

FOREIGN OFFICES: 


LONDON ° PARIS MEXICO CITY 


Total resources more than $550,000,000 


© £.T.C.of N.Y.,1929 


‘The 


smportance of 
MARKETABILITY 


in a Bank's Bond 
Account 


X YHEN a bank needs funds it should be 
able to liquidate its secondary reserve 


promptly. The proper proportion of readily 


salable bonds to hold can be determined by 


the individual requirements of the bank. Each 
banker knows the average seasonal and emer- 
gency demand for ready funds in his own 


community and should build his investment 
reserve accordingly. 


Affording sound security and satisfactory yield— 
enjoying an active market with narrow pricé fluc- 
tuation due to early maturities—Short Term Notes 
meet banking requirements for more liquid second- 
ary reserves. Each week The Equitable issues a 
selected list of these securities. For a copy, call or 
write our local representative, who is in constant 
contact with The Equitable’s main office in the 
center of Financial New York. 
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The Changing Habits of Bonds 


By CHARLES F. SPEARE 


Turn in the Bond Market Believed Still Some Distance Away. 
Readjustments in Relation of Long Term Security Returns to 
Money Yields and Taxable and Non-Taxable Issues Necessary. 
The Position of the Banker In This New Comparison of Bonds. 


HE banker who for years has 

been buying bonds, in order to 

employ at good rates of interest 

his surplus funds, today wonders 
where he stands. Bond prices have been 
declining for nine months. Bonds appear 
to have gone out of fashion. Instead of 
the substantial profit which his bond ac- 
count exhibited in 1927 and in the early 
part of 1928 there is now only a small 
margin of appreciation over cost prices 
or perhaps a net loss on the banker’s 
list of investment securities. 

Is this a permanent condition, the be- 
ginning of another cycle of reaction 
after a four-year rise in which domestic 
bond averages advanced nearly seventeen 
points and foreign issues about ten 
points, or a temporary situation brought 
about by the speculation in stocks and 
the competition between the market for 
investments and that for money? 

The picture that is framed before the 
banker’s eyes will be more easily under- 
stood if we go back briefly over the 
price movements in bonds since the era of 
cheap money developed a few years ago 
and out of which there blossomed the 
most intense public demand for securi- 
ties in the history of this or any other 
country. In January, 1924, the average 
of forty domestic bonds was 76.95. A 
year later it had risen to about 82. In 
December of 1926 it was close to 90, and 
in the same month of 1927, to 93. Many 
of the legal corporation mortgages and 
the long term Treasury certificates 
reached their peak in January, 1928, but 
the high point for that year and for this 
generation was that of May, when the 
average stood above 93%. Affected by 
the same set of conditions, foreign bonds 
rose an average of eleven points be- 
tween January, 1924, and November, 
1925. Their movements during the next 
two years were irregular. When domes- 
tic issues were at their highest about a 
year ago foreign obligations were ap- 
proximately 1% points below the average 
of 1925. 


Emergency Selling 


period between January, 1928, 
and June 1 of that year was one in 
which the banker displayed a ravenous 
appetite for new bond issues and in 
which he bought his share of the 4% 
and 4 per cent mortgages that were pro- 
duced on such a grand scale at that time. 
This was before he had realized that 


money conditions were changing rapidly ° 


and that it was better judgment then to 


reduce his bond portfolio than to expand 
it. With the advance in the Federal Re- 
serve discount rate in July there was a 
short spasm of liquidation which af- 
fected the highest grade issues most and 
brought the market’s average down over 
four points from where it had been a few 
months previous. There was a great 
deal of emergency selling then by insti- 
tutions that were heavy borrowers at the 
Federal Reserve but not so much of the 
sort that later developed out of the de- 
sire to take advantage of the high loan- 
ing rates for money. The new domestic 
and foreign low coupon issues were prac- 
tically unsalable and had to be reduced 
in price through a series of readjust- 
ments before the public would take them 
from the banking syndicates that had 
originally offered them. 

Conditions improved during the au- 
tumn. This was mainly due to the ab- 
sorption of what were then looked upon 
as bargains in bonds by the large insti- 
tutions who were willing to purchase is- 
sues whose yield was 4 to nearly % per 
cent higher than in January or in May. 
The general public, however, and the 
banks were not disposed to buy; rather 
to sell a part of what they had and in- 
vest in stocks or place the proceeds in 
call money. The usual December and 
January reinvestment demand failed. 
The only new issues of bonds that could 
be sold were those carrying stock war- 
rants which gave the buyer a possible 
“kick,” or “a run for his money,” as the 
sellers explained. In January the aver- 
age of domestic bonds was three points 
lower than in the same month of 1928 
while, at the end of March, it was two 
and one-half points under the average of 
January and five and one-quarter points 
below the high average of 1928. 


Banks Reduce Bonds 
change had involved some strik- 


ing declines in prices of individual 
issues but none that carried the signifi- 
eance or the influence on sentiment of 
those in U. S. Government obligations. 
During the March quarter Liberty bonds 
declined 1% to 2% points. Treasury 
certificates lost from 3 points to nearly 
7 points and when the low prices of 
March were compared with the high 
figures reached in January 1928 it was 
found that Treasury certificates were 
off from 4% points to over 11 points, or 
considerably more than the reaction that 
had taken place meanwhile in high 
grade domestic corporation bonds. The 
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explanation is simple. Price readjust- 
ment automatically moved faster where 
there was the greatest disparity between 
the return on the security and that on 
long term money. This was found in 
government obligations. 

During this period of low interest 
rates and rising prices of bonds and of 
stocks the total investments of the banks 
in securities gained sharply. At the be- 
ginning of 1924 the reporting member 
banks in the Federal Reserve System 
held investments of this kind amount- 
ing to $4,555,000,000. Twelve months 
later the figure was $5,555,000,000. The 
following January showed a small re- 
duction from the 1925 total but a rise 
to $5,653,000,000 by July. Again there 
was a decrease to $5,488,000,000 on 
January 5, 1927. From this point there 
occurred an almost constant rise in the 
sum of investments until it reached the 
high point for all time of $6,691,000,000 
on June 20, 1928. In four and a half 
years investments by banks in securities 
had expanded $2,136,000,000, or nearly 
50 per cent. From the 1928 peak there 
was a decline of $738,000,000, or 11 per 
cent, to March 13, 1929. 

New securities had been created and 
placed on the market on an unprece- 
dented scale. In the five-year period 
of 1924-1928 the total of new capital 
raised, excluding refundings, by domes- 
tic and foreign corporations, by foreign 
governments and municipalities and by 
American and Canadian municipalities 
was about $34,000,000,000. Of this the 
foreign proportion was $5,000,000,000 
and that of American municipalities, 
about $7,000,000,000. Nearly $8,400,- 
000,000 of this new capital was em- 
ployed in public utility expansion here 
and abroad and $2,400,000,000 for ex- 
penditures on the railroads. For the 
remaining 35 per cent industrial and 
manufacturing corporations, land and 
building projects and investment trusts, 
banks and insurance companies drew on 
it as it was available. Being put to 
work in manifold ways this vast aggre- 
gation of capital stimulated business 
and employment in the United States 
and lifted many a country in Europe 
and in South America out of a deep 
slough of debt and social despair. 


Losses On New Issues 


N the second half of 1927 and in the 
first six months of 1928 new securi- 
ties overflowed into and flooded the in- 
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Rediscounting Country | 
Bank Paper 


By WILLIAM MCC. MARTIN 


Governor of the Federal Reserve Bank of St. Louis 


The Small Note Offered for Rediscount at a Federal Reserve 
Bank Receives Just as Much Consideration as the Large Note. 
Small Bank Needs More Help in Analyzing Note Case Than Big 
Bank. As Much Attention Given Small Offerings as to Large. 


T is not unusual during a general 
discussion of the rediscount func- 
tion of the Federal Reserve System 
for someone to say “certainly, it is 
fine, but it is for the big banks. They 
are the ones that can use it and get the 
benefit—not the small banks.” 

Such a statement is always surprising 
and I am sure would not be made by 
any small bank that really had used 
the rediscount function. It is true that 
the average offering of the big bank is 
larger in amount, but it is just as true 
that frequently the offering of the small 
bank contains a greater number of notes, 
even though the amount of the offering 
is considerably smaller. For instance, 
the offering of the big bank may be a 
million dollars but composed of a note 
of $500,000 and a few other notes of 
large denominations, aggregating in 
number some five or six. The small 
bank may send in an offering of $10,000 
composed of notes of business men and 
farmers in its community, the largest 
of which may not be over $500, and in 
such an offering I have seen a note as 
small as $5.25. It is not unusual to 
have notes offered of less than $50. The 
small note receives just as much con- 
sideration as the large note. 


Two Questions on Notes 


HEN notes come before the dis- 

count committee of a Federal Re- 
serve bank it has before it two ques- 
tions: Are they eligible? Are they 
good? 

The notes of a merchant, manufactur- 
er or other business man must have a 
maturity of not more than ninety days 
and a farmer’s note must have a ma- 
turity of not to exceed nine months. 
Such notes must be “issued or drawn 
for agricultural, industrial or commer- 
cial purposes; that is, the proceeds must 
be or must: have been used by the bor- 
rower in one or more steps incident to 
the production, manufacture, sale or dis- 
tribution of goods. The word ‘goods’ 
in this connection may be construed to 
include agricultural products and live- 
stock, but not to include real estate, 
permanent improvements, or fixed in- 
vestments of any kind.” Such notes 
“must not be issued or drawn for carry- 
ing or trading in investment securities 


Red, White and 


Blue 


He” a Federal Reserve 
bank decides upon notes 
offered for rediscount is 
here explained. Credit 
statements govern the ac- 
tion of the reserve authori- 
ties and these are filed by 
colors; white cards are 
good risks, red are doubt- 
ful and blue are bad. 

“A somewhat different 
method of credit analysis 
must be observed if the 
country bank lending to the 
average farmer is to be 
able to rediscount its note 
with the Federal Reserve 


of any kind except bonds or notes of 
the government of the United States.” 

If notes meet the above requirements 
they are eligible. 

Then the inquiry must be answered, 
are they good? 

As a rule, both the eligibility of the 
note and the standing of the borrower 
is disclosed by the credit statement of 
the maker. In the Eighth District we 
require the statements of all makers. 
We prefer to have the signed statements, 
but if the note is $1,000 or less we will 
take the estimate of an officer of the 
bank submitting the offering. Of 
course, a new statement does not have 
to be submitted every time the note of 
the same maker is offered, but state- 
ments of borrowers must be current and 
a new statement sent in whenever the 
one in our hands becomes a year old. 

The machinery of rediscounting has 
been built up to give the discount com- 
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mittee accurate knowledge so as to en- 
able it to act in the briefest possible 
time. It is easier for the notes of large, 
well established concerns to fit into this 
machinery than the small notes of oc- 
casional borrowers. This means that it 
really takes more time for the discount 
committee to pass on notes of small com- 
panies and individuals than to pass on 
the notes of large ones. 

Member banks know the customers 
whose notes they are liable to offer for 
rediscount at the Federal Reserve bank 
and they have become accustomed to 
sending in the statements of these pros- 
pective borrowers as soon as the state- 
ment is received by them, even though 
they do not expect immediately to re- 
discount. Unless a statement has been 
sent to us previously, when the offering 
is presented it must be accompanied by 
the credit statement of the borrower. 
When these statements come into our 
hands they are analyzed on a form de- 
veloped by us, which gives a comparison 
of the various items with previous years 
and clearly sets out the ratio of quick 
to current and net worth to indebted- 
ness. When the credit department has 
analyzed this statement on this par- 
ticular form, the form is sent for con- 
sideration to at least three officers, who, 
if they find the statement satisfactory, 
initial it. If the statement does not 
show an entirely satisfactory credit con- 
dition but one that does not justify the 
refusal of credit, above the initials of 
the officers examining it is written the 
word “red.” When the statement is 
not satisfactory, above the initials of 
the officers is written the word “blue.” 
When these statements, after having 
passed over the officers’ desks, get back 
to the credit department for purposes 
of filing, they are examined to see what 
the marking has been, and the names of 
the statement makers are put on cards, 
something like small library cards, 
which slip into spaces carried alpha- 
betically in panels which revolve on an 
upright steel rod. Those statements 
that are initialed without qualification 
are put on a white card. Those initialed 
“red” are put on a red card and those 
initialed “blue” are put on a blue card. 


(Continued on page 10384) 
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Effective 
April 1, 1929 


ECURITY-FiRST NATIONAL 
BANK OF LOS ANGELES 


UNDER NATIONAL CHARTER, 
IS CREATED WITH 


Resources... . . $600,000,000 
Capital ...... 30,000;000 
Surplus ...... 15,000,000 
Undivided Profits . 5,000,000 


Through Consolidation of the 


Los Angeles- First National Trust 
& Savings Bank 


AND THE 
Security Trust & Savings Bank of 
Los Angeles 


The “Security-First NATIONAL” combines in one organi- 
zation the banking skill, the great resources and the varied 
capacities for service of two institutions which have been 
for many years leading banks of Southern California. 


The branches of the new bank extend from Fresno and San 
Luis Obispo on the north to the Imperial Valley on the 
south. In nearly every one of the cities which comprise the 
Los Angeles metropolitan area the new bank is a leading 
financial institution. It affords complete commercial facili- 
ties and also operates savings and trust departments. 


The SeEcurity-First NATIONAL ComMPANy, — identical 
in ownership with the new bank—has capital assets of 
$6,000,000. It will continue the business of the Security 
Company and the First Securities Company, selling bonds 
and securities and participating in underwritings. Operat- 
ing over a wide area of very high per capita wealth, the 
SEcuURITY-First NATIONAL COMPANY offers exceptional 
distribution facilities. 


PRES 


CHAIRMAN IDENT, AND CHAIRMAN 
OF THE BOARD EXECUTIVE COMMITTEE 
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This is Number Two of a series of advertisements bearing the general title, “Before the Age of Electricity” 


HE old mill stream, dear to the hearts of poets and song 


writers, did its work well as a grinder of grain for the 
neighborhood farmers; but its work was limited. ~) The 
mill stream remains. But the moss-covered wheel has be- 
come onlya fond memory. The same water, now flowing 
through turbines, generates power which is transmitted far 


beyond the confines of the neighborhood. “» The Age of 
Electricity is the age of far-flung energy. 


Despite the great increase in water-gener- 
ated electricity, the development of this 
source of power and light has only begun. 
Future growth will be far greater than that 
of the past, and with this growth will come 

The constantly increasing revenues for Electric 

vestment,”’ which tells why. 

Buctric Power and Light Power and Light Companies to add to the 
safety of their bonds. 


THOMPSON ROSS & CO. 


ESTABLISHED 1912 


INVESTMENT SECURITIES 
29 S. La Salle St. Bank Floor 
CHICAGO 


NEW YORK BOSTON 
Copyright, 1925 T. R. & Co. SAN FRANCISCO 


When writing to advertisers please mention the American Bankers Association Journal 


April, 1929 
4 1002 
a 
—4 


Investing Trust Funds 


By KINGSLEY KUNHARDT 


Investment Trust Officer, Guaranty Trust Company of New York 


Securities for Trust Investment Now Occupy Widening Field. 
Utility Bonds Threaten the Former Preeminence of Railroad 
Issues and Some Foreign Bonds Are Suitable. 


Stocks Present 


Peculiar Problems. Liquidation an Important Trust Function. 


N the last few years it has been 
comparatively easy to avoid losses 
on investments, but this has not 
permitted a corresponding relaxa- 
tion of the investor’s vigilance. To the 
extent that he has purchased unwisely, 
the general prosperity and rising mar- 
kets of recent years have simply post- 
poned the day of reckoning, and the next 
serious setback in business and financial 
conditions may turn his present profits 
into losses. One charged with the in- 
vestment of trust funds needs to be par- 
ticularly alert during such a period, for 
as the last depression fades into the 
background clients become more and 
more certain that prosperity will last 
forever and increasingly insistent upon 
the purchase of speculative securities. 

Real estate mortgages, or participa- 
tions therein, are undoubtedly the most 
popular of all trust investments, and 
deservedly so. Their high income and 
stable value protect both the life tenant 
and the remainderman. Their principal 
disadvantages are short term, with in- 
terest rates subject to change at each 
renewal, lack of liquidity, and the lim- 
ited amount available. 

Among corporate securities, railroad 
bonds still rank first, and are probably 
best known to most bankers. Stocks on 
which the dividend is guaranteed by one 
or more of the leading roads often pro- 
vide a most attractive substitute for 
long term bonds, giving the trust a well 
protected income free from the normal 
Federal income tax and relieving the 
trustee of the necessity of clipping cou- 
pons and making provision for amorti- 
zation. 

Since the war public utility bonds 
have begun to threaten the previously 
unquestioned preeminence of the rail- 
road issues, and in many of the states 
bonds of this type have been included 
among those officially designated as “legal 
investments” for trustees and savings 
banks. The legislation under which pub- 
lic utility issues may qualify as legal 
investments in New York, and no doubt 
that of other states as well, was pre- 
pared with the greatest care and is 
worth the study of anyone interested in 
learning the distinguishing points of a 
strong utility bond. 


Foreign Bonds Suitable 


OLDING company securities are 
much more common in the utility 
than in the railroad field, and require 


When to Sell 


HEN to sell securities 

is as important a 
problem in the investment 
of trust funds as when to 
buy. This article, the last of 
a series of four, shows a 
distinction between an indi- 
vidual trustee, who may 
sometimes take the easy 
way out in liquidating an 
estate, and the corporate 
trustee who tries to sell at 
the most profitable time in 
the interest of the good 
will accruing to his com- 
pany from the reputation 
of performing the mazi- 
mum of service for its 
clients. 


particularly careful study. As the hold- 
ing company ordinarily has a permanent 
investment only in the common stocks 
of its subsidiaries, its bonds are neces- 
sarily subordinate to increasing amounts 
of operating company bonds and pre- 
ferred stock. The figures for the entire 
group of companies must be examined, 
rather than those of the parent company 
alone. 

Industrial bonds have also earned a 
place in any well diversified trust ac- 
count whose terms do not prevent their 
purchase. In selecting these securities, 
however, it is particularly important to 
have the advice of a man who is capable 
of doing more than analyzing past finan- 
cial statements, for choosing a company 
in a field that is and promises to remain 
profitable is perhaps more important 
than choosing a company whose finan- 
cial position and past statements are 
satisfactory. For instance, even the best 
coal company bonds have declined sharp- 
ly during the past year. They may be 
safe enough in the long run, but the 
trustee who has an accounting to make 
or the remainderman who wants cash 


1003 


in settlement of his share at this partic- 
ular time would be better off with even 
the junior bonds of a company in some 
more prosperous industry, such as steel 
or copper. 

Bonds of foreign countries and even 
foreign corporations are suitable trust 
investments in many cases—in fact, a 
few of them are among the officially des- 
ignated legal investments in certain 
states. The purchase of such issues 
should be in the hands of a man familiar, 
by travel or study, with the standards, 
character and living conditions of the 
country, for in the long run these are at 
least as important as budget, trade and 
tax figures. 


Considering the Earnings 


REFERRED stocks have been sub- 

ject to the criticism of sharing the 
risks of ownership without being in a 
position to profit fully from the success 
of the company. In time of trouble di- 
rectors may pass a preferred dividend 
when they would not think of defaulting 
an interest payment, and in the event of 
receivership the stockholders almost al- 
ways find a floating debt piled up ahead 
of them. On the other hand, when a 
company has not only fully demonstrated 
its earning power and established the 
value of its stock, but acquired cash re- 
sources sufficient to see it through any 
depression, its preferred stock comes in 
a different category. So does a con- 
servative railroad or utility preferred, 
whose holders normally have no cred- 
itors other than bondholders to fear, and 
may consider their own issue in much 
the position of a junior bond. There is 
no reason why a well diversified trust, 
so watched as to reveal any change in the 
favorable conditions existing at the time 
of the investment, should not buy such 
issues. 

In considering the earnings available 
for a preferred stock, the popular figure 
of earnings per share must be used with 
great caution, for if the company has a 
large debt it may be entirely misleading. 
What we are really interested in is the 
amount of net earnings after deprecia- 
tion, depletion and all other operating 
charges, as compared with the total of 
the preferred dividend and all prior 
charges. For instance, a company with 
$10,000,000 of 7 per cent preferred stock 
and $2,800,000 net income would show 
earnings of 28 per cent on the preferred, 


(Continued on page 1050) 
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Danger Signals for Banks 


By GILBERT THORNDYKE 


Ratio Analysis Gives Warnings of Wrong Banking Tendencies. 
Federal Reserve Bank of St. Louis Devises System of Danger 
Points Which Serve as Automatic Check on Conditions Within 
Institutions in the Eighth District. Could Be Used Elsewhere. 


AFETY systems similar in prin- 
ciple to the signal lights and red 
flags used on the railroads are 
now being applied to banking. 

The fundamental theory of railroad 
safety which rests upon ample warning 
of trouble ahead has been adapted to 
bank management through ratio anal- 
ysis of operations. 

This makes possible the setting up of 
automatic danger signals which sound 
their warnings well in advance of diffi- 
culty and enable a bank to follow the 
example of the railroad train under 
such circumstances—halt or go slow. 

Ratio analysis of bank conditions is 
being tried out in various quarters. 
More or less elaborate methods are in 
use. The scheme perfected by the Fed- 
eral Reserve Bank of St. Louis is the 
model favored by’ William McKinley 
Edens, of Chicago, in his report to the 
American Bankers Association on causes 
of bank failures and means for their 
prevention. His report embodies the re- 
sults of an exhaustive inquiry into the 
causes of bank failures in this country 
made under the fellowship created for 
the purpose by the American Bankers 
Association at the Harvard Graduate 
School of Business Administration. 

The plan followed by the St. Louis 
Federal Reserve Bank is not intended as 
a substitute for any other program for 
the improvement of bank management. 
Rather it can be used at all times but 
is specially designed to be used in a su- 
pervisory fashion by reserve banks and 
bank commissioners, and can be adopted 
by clearinghouse associations. The re- 
port suggests that national and state 
departments might well turn some at- 
tention to the subject of ratio analysis, 
to the end that they may facilitate the 
discovery of wrong tendencies before 
they are so large as to be menacing. 


Needed a Yardstick 


tk term ratio analysis as used in 
Mr. Edens’ report denotes an effec- 
tive means of presenting information 
about the affairs of a bank to its officers 


and directors. It is based upon the 
realization that banks which failed 
manifested certain wrong tendencies, 
which were not checked, some consider- 
able time before suspension. At the 
same time many banks which remained 
solvent may have exhibited such symp- 
toms. Wrong tendencies, for instance, 
would include such things as increasing 
aggregates of past due and criticized 
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Forewarned 


O” the theory that fore- 
warned is forearmed 
one of the Federal Reserve 
banks has worked out a 
plan for keeping in touch 
with the operations of the 
banks in its district so that 
dangerous symptoms may 
be recognized long before 
dificulties actually arise. 
This machinery is better 
adapted to the use of super- 
visory authorities or clear- 
inghouse associations than 
to the individual bank, but 
it comes the closest to the 
insurance of absolutely safe 
banking of any method 
which has so far been tried 
out in this country. 


—> E 


paper, declining earnings, unusual 
amounts of borrowed money, and dispro- 
portionate relations between capital and 
deposits. 

Ratio analysis was developed by the 
Federal Reserve Bank of St. Louis 
through feeling the need of a yardstick 
to measure the condition of any bank 
within its district. Certain percentages 
were decided upon to be regarded as 
“danger signals.” Some were gleaned 
by the experience of the Reserve bank, 
while others were determined by spe- 
cial study. For the sake of simplicity 
it was decided to make use of five such 
ratios, as follows: 

Net profits after charge-offs 
and recoveries, but before 
dividends, to capital, sur- 
plus and undivided profits 

Slow and doubtful assets 
and estimated losses to 

Past-due paper to total 
loans 

Borrowed money to capital, 
surplus and undivided 
profits 100 per cent 

Total deposits to capital, 
surplus and undivided 
profits 6 tol 

A danger line of 7 per cent in the first 


ratio was arrived at by the St. Louis 
1004 


7 per cent 


10 per cent 


10 per cent 


Reserve Bank after reviewing earning 
reports of certain weak and strong 
banks in its district and after study of 
statistics published by the Federal Re- 
serve Board in its bulletin for June, 
1926. The latter showed that for all 
member banks in the St. Louis district 
during 1925 the average net profits were 
8.45 per cent of average capital, surplus 
and undivided profits. 


Reflects Management 


UT of this percentage of profits, 

5.80 per cent was paid in dividends, 
and the balance of 2.65 per cent was 
added to surplus or undivided profits. 
For the whole of the United States the 
ratio of net profits was a little higher, 
while the dividends were the same. The 
St. Louis Reserve Bank, therefore, 
placed the danger mark for net profits 
at 7 per cent of the capital, surplus and 
undivided profits, feeling that a well 
managed bank in that district should be 
able to make at least this amount for 
dividends and surplus and, if not, it 
should ascertain the reason why. 

The St. Louis Reserve Bank regards 
the profit ratio as a very important one, 
because it reflects the progress and 
management of a bank, and does not 
depend upon the judgment of an exam- 
iner, as do the other ratios. For in- 
stance, if a bank has a low profit ratio, 
reference to the examination itself will 
often show a large amount of charge- 
offs, and indicate injudicious banking if 
general conditions have been favorable. 

Danger points for the next three 
ratios were arrived at in the following 
manner: From the abstracts of the call 
reports of the Federal Reserve Board 
there was first verified the time of year 
when member banks in the St. Louis 
district were most extended—-that is, 
when their loans and borrowed money 
were the greatest. This being in the fall 
and winter, the Reserve bank took the 
examinations made in this period of 
1925 of member banks in different cities, 
and ascertained the ratios for the differ- 
ent groups. A comparison of these 
ratios with those of failed and _ re- 
organized banks in the district brought 
the St. Louis institution to the conclu- 
sion that a bank which showed per- 
centages out of line with these three 
danger points needed watching. 

In arriving at a ratio for six to one 
for total deposits to capital, surplus 
and undivided profits, the Reserve 

(Continued on page 1086) 
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When danger threatens 


oe 
this check cries Vo az ai 


The intricately patterned surface of 
Todd Greenbac Checks defies exact 
reproduction. Here a conventional 
design, unlike the check itself, is 
used for illustration. 


Ler a check-alterer but touch the 
surface of a Todd Greenbac Check 
with acid or ink cradicator and out 
leap scores of impressions of “Void.” 
The check cancels itself—destroys 
its value immediately when alter- 
ation is attempted. Every business 
issuing checks needs such defense 
for funds in transit. 

Todd Greenbac Checks are widely 
used by banks and businesses as 
much for their attractive, business- 
like appearance as for the protec- 
tion they provide. These handsome 
checks are prepared by a secret 
process involving the application 
of interlocking designs in several 
colors. In their intricate pattern 
are concealed more than a thousand 


Ma 


impressions of “Void,” ready to de- 
stroy the value of the check the 
instant alteration is attempted. 

Todd Greenbac Checks are the 
most personal of personalized cur- 
rency. They are made only to in- 
dividual order, never sold in blank 
sheets. Every step in their manu- 
facture is carefully guarded—every 
sheet of Todd Greenbac paper is 
registered. Orders are delivered 
under seal to the customer. 

These handsome self-canceling 
checks already have been recognized 
as fit financial representatives of 
many of the most particular modern 


SYSTEM 


OF CHECK PROTECTION 


businesses. They aremade only from 
the highest quality paper. They 
create an immediate impression of 
distinction. Yet these superior 
checks cost very little more than 
the ordinary check. Let a Todd 
representative tell you about the 
Greenbac and demonstrate its self- 
Call the local 
Todd office or mail the coupon. The 


canceling feature. 


Todd Company, Protectograph Di- 
vision. ( Est. 1899.) Rochester, N.Y. 
Sole makers of the Protectograph, 
the new Super-Safety Checks and 
Todd Greenbac Checks. 


| THE TODD COMPANY 
| Protectograph Division 
| 1176 University Avenue, Rochester, N. Y. 


Please send me further information 
about Todd Greenbac Checks. 


4-29 | 


Name. 
Address. 


Business. 
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Distinctive Correspondent Service 
in Chicago Since 1863 


HE First National of Chicago banking 


group serves its correspondents not only 


with the accuracy and promptness which 


are to be expected from an organization 


seasoned by more than 65 years of experi- 


ence, but also with that untiring loyalty 


which is the final and priceless quality in 


a metropolitan correspondent connection. 


FIRST NATIONAL 


FRANK O. WETMORE 


Chairman 

FREDERICK H. RAWSON 
Chairman 

HARRY A. WHEELER 
Vice-Chairman 

MELVIN A. TRAYLOR 
President 

EDWARD E. BROWN 
Vice-President 

JOHN P. OLESON 
Vice-President 

CRAIG B. HAZLEWOOD 
Vice-President 

BENTLEY G. McCLOUD 
Vice-President 


Resources 


BANKor CHICAGO 


FIRST TRUST AND 
SAVINGS BANK 


DIVISION F 
Banks and Bankers 


JOHN F. HAGEY 
Vice-President 

GEO. H. DUNSCOMB 
Vice-President 

JOHN J. ANTON 
Assistant Vice-President 

THOMAS J. NUGENT 
Assistant Vice-President 

LELAND L. HOBBS 
Assistant Cashier 


EDWARD J. JENNETT 


Assistant Cashier 


MELVIN H. THIES 


Assistant Cashier 
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Lending With Safety 


By C. F. SCHWENKER 


Commissioner of Banking of Wisconsin 


Mathematically Precise Sound Loan Policy Can Be Worked Out. 
Credit Lines Extended by Average Bank May Be Adjusted Upon 


Definite Percentages of Deposits. 


Improvement in Condition 


of Note Cases Now Noticeable Is Trend in Right Direction. 


HERE are about 27,000 banks 
in the United States and of these 
at least two-thirds are in small 
communities of 5000 population 
or less and have a capitalization of $25,- 
000 or less. They are the country banks. 
Since 1920 there have been suspen- 
sions of more than 15 per cent of all 
banks and it is probably safe to assume 
that of such suspensions at least 85 per 
cent were in the ranks of these country 
banks and raises the question of why 
they are the more vulnerable. 
Newspaper reports almost invariably 
ascribe the cause of suspension to 
“frozen assets” until now, when we read 
it, we gather that the frozen assets are 
the result of economic conditions and 
that no blame attaches to the executives 
and directors of the suspended institu- 
tions. “Frozen assets” is a very kind 
term because it is offered in extenuation 
of economic forces in operation. It is 
true that there have been unforeseen 
changes in conditions but it is equally 
true that the great bulk of institutions 
have successfully met them. The answer 
is that the survivors have used better 
judgment. 


A Prevalent Idea 


I DO not mean to impute that the ex- 
ecutives and directors of the sus- 
pended banks deliberately took unwar- 
ranted risks. They did not. Each loan 
when made was probably satisfactory 
and as the conditions changed and it be- 
came a problem, it could still have been 
worked out over a period of years if it 
had been the only one in the note case. 
But when it was one of many all simi- 
larly affected it forced a crisis. The poor 
judgment was not so much in the indi- 
vidual case as in the aggregate. 

There seems to be a very prevalent 
idea among the directors of country 
banks—first, that they have a mission 
to develop their respective communities 
at any cost. Second, that every applica- 
tion for a loan made locally by any per- 
son of reasonable responsibility and 
character must be granted. Third, that 
all deposits received must remain in the 
community for investment. Fourth, that 
such local loans and investments should 
be held year after year so that the bor- 
rower need not be inconvenienced by 
being forced to repay and disturb a capi- 
tal loan, or the bank forced to admit 
that it could not collect all of its loans 
without loss. In a very large number 


of cases there was little consideration 
given to the rights of the depositors. 
That the investment of his deposits 
should be so diversified that he might 
demand and receive his money at any 
time without disturbing local loans does 
not seem to have been accepted as a 
sound policy. 


Fall Close to Schedule 


UT consciously or unconsciously 
every bank has developed a policy 
of some sort no matter whether it be 


A Suggested Balance Statement 


Resources 
Local Loans— 
Secured by real estate.... 
(% of time deposits) 
Secured by collaterals.... 
(20 per cent of the de- 
posits) 
End. and unsecured 
(25 per cent of the de- 


$260,000 
200,000 


260,000 


posits) 
(or 50 per cent of note 
case aS maximum) 
Secondary reserves 
Banking house, furniture and 
fixtures 
Cash reserves 


380,000 


60,000 
180,000 


$1,340,000 
’ 


Liabilities 
Capital 
Surplus 
Undivided profit 
Deposits— 
Due on demand 
Due on time 


400,000 
800,000 


$1,340,000 


sound or unsound. The directors may 
not even recognize it as a policy but it 
is in operation, nevertheless. 

In analyzing the note cases of hun- 
dreds of banks each year I have become 
convinced that a sound loan policy for 
the average bank can be worked out 
with almost mathematical precision. 
When measured up against the aver- 
ages which I will submit, the note cases 
of the sound, conservatively managed 
banks and those showing satisfactory 
profits will be found to fall very close to 
the schedule. 

In making these percentages, non- 
customer commercial paper and call 
loans are excluded because they are 
more properly treated as secondary re- 
serves. 

The usual ratio of demand deposits to 
time deposits in Wisconsin is 1 to 2. 
One-third of the deposits must have the 
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utmost protection. The cash reserve re- 
quired by our laws is 12 per cent of all 
deposits regardless of whether they are 
time or demand but practically we find 
the conservative and sound banks show 
a cash reserve averaging 20 per cent. 
Those which have developed secondary 
reserves by investments in commercial 
paper, call loans, bankers’ acceptances, 
and bonds account for another 20 per 
cent or more of the deposits, which 
leaves 60 per cent of all deposits as the 
maximum available for local lending. 

If there is a proper ratio between 
deposits and combined capital invest- 
ment of, let us say, 10 to 1 and the av- 
erage country bank has a capitalization 
of $50,000 or less, it may be safely as- 
sumed that the investment in banking 
house, furniture and fixtures, other real 
estate, etc., is made from capital invest- 
ments and the amount of free capital re- 
maining will not have any appreciable 
effect on the 60 per cent for local invest- 
ment. 


Character Loans 


SSUMING that the local loans do not 
exceed 60 per cent of deposits, how 
much can be safely invested on real 
estate security? Most farm mortgages 
run from three to five years and while 
some of the loans on city and village 
properties are for shorter periods, it is 
safe to say that the average life will be 
all of three years and they constitute a 
long time investment. Certainly it is 
not sound to make long term loans from 
demand deposits, so the basis for such 
investment should be the time deposits. 
They are -usually on a yearly basis and 
with the real estate loans averaging 
three years, we conclude that the maxi- 
mum investment in those loans should 
not exceed from 30 per cent to 40 per 
cent of the time deposits. 

In some of our laws and in practice 
by most of the largest investors in mort- 
gages, it is decreed that the amount of 
the loan shall not exceed 50 per cent of 
the value of the property. If loans had 
been made on such a basis in the past 
by banks, much of the other real estate 
now reported would be in the hands of 
individual owners. The land values have 
slumped generally but in most places 
not to the extent of wiping out all of 
the borrower’s equity on a 50 per cent 
basis. By conservative lending the 
bank can have a sound investment based 
on real estate and need not view with 


Total 

= 

20,000 

20,000 
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aversion an application for a real estate 
loan if the amount required is not more 
than 50 per cent of the value of the 
property and the aggregate of mort- 
gages is less than 40 per cent of time 
deposits. The secondary reserve pro- 
vides protection against demand de- 
posits and permits the bank to carry the 
mortgage to maturity and for even 
longer periods. Experience has shown 
us that only a very small proportion of 
the three or five-year loans are paid at 
maturity and the loan policy must take 
this fact into consideration. 

Every bank is called on to make char- 
acter loans, by which I mean loans which 
are not secured by tangible collateral. 
They are the endorsed and discounted 
notes and those entirely unsecured. In 
every community there are a large num- 
ber of individuals, copartnerships and 
corporations of good standing who are 
worthy of credit. The bank must accom- 
modate them. But to what extent of the 
note case can it be safely done? From 
our observation we have concluded that 
not more than half and then under cer- 
tain conditions. 


Charge the Discounter 


VERY unsecured line should be sup- 

ported by a current financial state- 
ment if the amount is $500 or more. The 
Comptroller of the Currency and many 
of the state departments make this re- 
quirement and in passing upon credit 
not only the current statement should be 
considered but also those of former 
years. It is not sufficient that the as- 
sets exceed liabilities but it must be evi- 
dent that the quick assets warrant the 
loan and that the operations of the ap- 
plicant show progress. “An applicant 
whose operating statement shows defi- 
cits is not a good risk no matter if his 
assets are substantially more than his 
debts because sooner or later, if he is 
given a credit the banker must secure 
himself to collect and probably be forced 
into a long time loan or compelled to put 
the borrower out of business. In all 
applications for unsecured loans, those 
of a capital nature must be carefully 
scanned and the aggregate amount of 
such capital loans kept to a minimum. 

It seems to be considered by some 
bankers that if there are two names on 
the paper it is enough to class a loan 
as secured. The endorsement of a sec- 
ond name means nothing if he is not 
called on for payment when the maker 
fails to pay. The worth of the endorser 
should be as carefully considered as that 
of the maker and no loan should be 
placed in the note case and kept there 
because the banker is afraid that the 
endorser would be offended if the paper 
was refused. 

When notes are discounted from local 
merchants, the bank places itself in the 
position of a collection agency. It should 
only enter upon such an arrangement 
upon the express condition that when 
the discounted notes mature and are un- 
paid that they may be charged to the 
account of the discounter. In this day 
when cost of operation is a vital matter 
and the cost of booking a loan runs into 
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dollars, it is just and fair that the ex- 
pense of renewals or refinancing be 
borne by the benefited party, the dis- 
counter. The* amount that any dis- 
counter is liable upon as endorser should 
be measured by the statutory line limits 
to the same extent as his direct line. 
There have been far too many banks 
which have become involved because 
they have permitted themselves to be- 
come loaded up with trade notes both 
from within and without the territory of 
the bank. In the case of loans to cor- 
porations, there should be an endorse- 
ment or guaranty by directors and 
stockholders. 


Gives Added Weight 


ro loans secured by quick and slow 
collateral constitute the balance of 
the note case or about 20 per cent of de- 
posits. By quick collateral is meant 
loans secured by collaterals having a 
known and active market and may be 
stocks, bonds and in some cases, possibly, 
chattel mortgages and bills of sale. The 
test is the practical and quick value of 
the security. The slow collateral such as 
chattel mortgages on live stock, equip- 
ment, stocks of goods and the like are 
generally capital in their nature and a 
forced liquidation of the security is tan- 
tamount to the elimination of the bor- 
rower from the community and such 
credits should be carefully weighed be- 
fore being extended and the aggregate 
kept low. 

The loan policy to officers and direc- 
tors and to their enterprises is one re- 
quiring discretion. By reason of their 
favored position to make use of the bank 
for personal ends it is quite in keep- 
ing that the aggregate loans to them 
and to their enterprises should not ex- 
ceed the amount of invested capital. 
This may seem to impose an unnecessary 
restriction but the records of too many 
suspended banks show that excessive 
loans to directors and their interests have 
been the cause or one of the causes of 
the failure. The direct lines of officers 
and directors above a limited amount 
should be required to be adequately se- 
cured not only because it is proper but 
because it gives added weight to the de- 
mand of the bank that its other bor- 
rowers secure their lines. 

In establishing a loan policy it is nec- 
essary that the directors participate ac- 
tively in the extension of credits, directly 
or indirectly. It is their duty and one 
which cannot be delegated to the execu- 
tive officer. In fact, the authority of 
the active president or cashier in a coun- 
try bank should not permit him to make 
loans beyond $500 alone. Any applica- 
tion for a greater amount should be 
acted upon by the loan or finance com- 
mittee up to 5 per cent of capital and 
surplus and if the amount sought is in 
excess of such figure it should be passed 
upon by the entire board of directors. 
Their duty does not end with the ap- 
proval of the loans after they are made. 
It extends throughout the entire life. 

At the monthly meeting of the board, 
all loans made during the month 
should be considered and approved and 
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each director should satisfy himself as 
to the quality of the loans. There should 
also be regular meetings of the loan or 
finance committee each week and after 
passing upon applications for credit, all 
loans maturing within the period until 
the next regular meeting should be in- 
spected and considered. Definite instruc- 
tions should be given the executive offi- 
cers as to each item—whether it should 
be required to be paid, whether addi- 
tional security should be demanded or 
whether it be renewed with or without 
reduction. At the same time all overdue 
paper should be inspected and reasons 
for its non-payment explained. 

The matter of overdue paper is one 
requiring the constant attention of the 
officers and when it becomes apparent 
that such paper must be renewed again 
and again, it is a good and sound policy 
to require such borrowers to go upon an 
installment basis with periodic pay- 
ments within their ability to meet. Any 
loan which is renewed without reduction 
twice should be considered to be unsatis- 
factory and prompt steps taken because 
it is an indication of a freezing con- 
dition. The whole note case should be 
in constant flux through additions and 
reductions. <A stationary note case is 
pretty sure to set like concrete. 

One of the most satisfactory indica- 
tions disclosed by our examinations is 
the progress which is being made by 
banks in the improvement in their note 
cases. While it is true that there are 
still too many junior liens in them, the 
trend is in the right direction and I have 
no doubt that the ‘present tendency to 
self-analysis will result in properly bal- 
anced note cases and definitely estab- 
lished loan policies within a compara- 
tively short time. The changes cannot 
be effected over night, a week or a 
month, but will evolve much as the gen- 
eral conditions in our country require. 


BRANCH BANKING IN ENGLAND. 
By Luther A. Harr, Assistant Profes- 
sor of Finance, University of Penn- 
sylvania. Published by the Univer- 
sity of Pennsylvania Press, Philadel- 
phia. 1383 pages. 

A comparison of the British and 
American banking systems is afforded 
by this discussion of the development, 
through absorption and amalgamation, 
unhindered by restrictive legislation, of 
the “Big Five” British banks, which 
with their 7400 branches, control the 
financial situation in Great Britain. 
Edmund Platt, Vice Governor of the 
Federal Reserve Board, in a foreword 
says: “I doubt whether any business 
man can read Professor Harr’s interest- 
ing narrative without asking whether 
our laws, which prevent consolidations 
and prohibit branches, serve any good 
purpose, whether many of the failures 
still of almost daily occurrence in the 
great agricultural states could not be 
averted by consolidations, whether we 
should not at least permit and even en- 
courage such a series of consolidations 
as those that took place in England be- 
tween 1862 and 1895 or 1900.” 
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Profit Producing Policies 


By H. N. STRONCK 


Stabilization of Gross Profit Margins Possible in Banking. 
Certain Definite Laws Govern the Profit from Deposits and 
Knowledge of them Enables a Make Up Which Will Yield the 
Greatest Rate of Return. The Big Part Played by Management. 


HE difference between interest 

and discount received and the 

interest paid on deposits is the 

gross profit on funds: Out of 
this gross profit must come the cost of 
conversion of funds, the cost of handling 
and recording transactions and the su- 
pervision of these operations, a reserve 
for losses and still an ample profit must 
remain. The interest paid on deposits is 
the greatest single group of current ex- 
penses in commercial banks. 

In most banking centers the gradual 
diminution of average income rates in 
recent years, has been accompanied by 
a gradual increase in the rate of interest 
paid on deposit aggregates, and hence 
the gross profit margin has seriously 
diminished. This has been one of the 
greatest factors in decreasing the operat- 
ing profit rate on deposit funds. 

Speaking from a standpoint of an 
ideal condition, this ideal would be an 
ample gross profit margin and then 
stabilize it, that is, as income rates de- 
crease, the rate paid for deposit funds 
would decrease proportionately and vice 
versa. In many public service and in- 
dustrial corporations, gross profit mar- 
gins have been stabilized and it is to be 
hoped that something will also eventually 
be done to make this possible in the bank- 
ing business. It certainly is a control- 
lable factor in banking, but one which 
would require the most hearty support 
of all banks. 


Laws of Profitableness 


INCE the “make up” of deposits and 

the characteristics of deposit ac- 
counts vary in each bank, it is well to 
understand the laws which govern the 
profitableness of deposits. A knowledge 
of these laws also makes it possible to 
develop a deposit “make up” of a nature 
which will yield the greatest rate of 
profit. These laws were developed from 
studies of comparative expenses in many 
banks of different types as to the “make 
up” of deposits and activities of deposit 
accounts: 

1. THE LAW OF TIME DEPOSITS: 
“The greater the ratio of time deposits to 
total deposits, the greater will be the 
interest paid on deposits ratio and the 
lesser should be the other current ex- 
pense ratios.” 

The logic of this law is readily ap- 
parent by contrasting the small person- 
nel and expenses in savings departments 
per $1,000 of deposits with those of com- 
mercial departments. 


2. THE LAW OF TRANSACTIONS: 
“In commercial banking, the greater the 


number of transactions per $1,000 of de- 

mand deposits per month, the greater will 

be the current expense ratios and the 

lesser should be the interest paid on de- 

posits ratio.” 

To illustrate the second law, the fol- 
lowing actual examples are presented: 


Deposits Employees 
Bank id $12,000,000 104 
Bank “B’ 17,000,000 110 
Bank 23,000,000 72 
None of these banks had non-banking 
departments, such as trust or bond. 
Each had individual checking accounts, 
country bank accounts, and small sav- 
ings departments, but their ratios of 
time deposits to total deposits were 
almost identical. 
As to number of employees per 
$1,000,000 of deposits, we have: 
Bank 
Bank 
Bank 
Based purely on these figures, it would 
appear that the employees of Bank “C” 
were by far the most efficient, that they 
were more than twice as efficient as those 
of “B” and nearly three times as efficient 
as those of “A.” However, a compari- 
son of transactions handled by these 
employees changes the “picture” com- 
pletely. The following indicates the vast 
difference in the nature of the accounts 
handled by these institutions. 
Number of transactions per $1,000 of 
deposits per month: 


Bank 
Bank 
Bank 


Number of 


Bank 
Bank 
Bank 


Now from a standpoint of employees’ 
efficiency, Bank “A” with the greatest 
number of employees per $1,000,000 de- 
posits has the top rank, and Bank “C” 
with the least number of employees per 
$1,000,000 of deposits takes the lowest 
rank. It is needless to observe, however, 
that the operating profit per $1,000 of 
deposits of Bank “C” is by far the great- 
est, not due, however, to efficiency of 
employees, but to a deposit building 
policy of “quality accounts only.” 

The number of transactions per month 
(checks drawn and deposited) per $1,000 
of average checking account funds for 
that month determines the comparative 
position as to “quality accounts” be- 
tween banks. The greater this activity 
rate, the lesser the “quality” of the ag- 
gregate of checking account depesi 
In Midwestern banks, located 
metropolitan banking cent; 


found activity rates from as low as 8 
to as high as 91. 

3. THE LAW OF SMALL CHECKING 
ACCOUNTS: “In demand deposits, the 
greater the proportion of small accounts 
to total accounts in numoer, the greater 
will be the operating expense ratios per 
$100 of demand deposits.” 

Not only is the activity per $100 of 
aggregate small demand accounts high, 
but a high additional cost per $100 is 
also incurred in the maintenance of these 
accounts whether they are very active or 
not. 

A realization of this law has led to the 
introduction of service or “stop-loss” 
charges on small accounts in many 
banks. 


4. THE LAW OF SAVINGS AC- 
COUNTS: “In savings departments, the 
greater the average balance per account, 
the lesser will be the current operating 
expense ratios per $100 of aggregate sav- 
ings balances, outside of interest paid on 
deposits ratio.” 

This law was formulated from a study 
of the number of transactions per ac- 
count and per $100 of average balances 
in a great many savings departments of 
commercial banks varying in size from 
$100,000 of savings deposits to $28,000,- 
000. It was observed that the average 
number of transactions per month per 
account was practically the same in all; 
hence the greater the average balance 
per account, the lesser will be the num- 
ber of transactions per $100 of aggregate 
savings balances and the lesser the 
operating expenses per $100, outside of 
interest paid. It is not the object of 
this discussion to discuss savings bank- 
ing, hence I will not elaborate on this 
beyond a suggestion: 

To make possible a high rate of profit 
on savings accounts, a bank should strive 
for higher balances per account and not 
for an excessive number of small ac- 
counts. 


5. THE LAW OF TURNOVER OF AC- 
COUNTS: “The greater the ‘turnover’ 
of deposit accounts, the greater will be 
the current operating expense ratios, out- 
side of interest paid, per $100 of aggregate 
deposits.” 

An appreciable item of expense is in- 
volved in the opening and closing of 
accounts. We do not mind the expense 
of opening, but we do mind the expense 
of closing. The most rapid turnover 
rate is in the smaller accounts. High 
rates of turnover are a natural charac- 
teristic of some types of banks located 
in communities of a “drifting” popula- 
tion, such as outlying banks in some 
large cities. However, some banks them- 
selves develop high rates of turnover 

(Continued on page 1065) 
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A Bank’s Investments 


By OMAR H. WRIGHT 


President, Second National Bank, Belvidere, Illinois 


Liquidity and Safety Essentials of Sound Investment Policy. 
Banks Should Follow Old Adage Warning Against Keeping All 
Their Eggs in One Basket. Ready Marketability of the Issues 


Bought a Requirement. 


NVESTMENT of the funds of a 

bank, especially in the small com- 

munities, cannot be undertaken by 

rule of thumb. Local affairs, gen- 
eral business conditions, the class of peo- 
ple living in the community, and the 
banking situation there, all have a bear- 
ing upon the questions involved. 

In my own town of approximately 
8,000 people, we have four banks. The 
youngest of these banks has been in 
business over twenty years. With one 
exception the surplus and _ undivided 
profits of these banks equal and exceed 
their capital. They have had uninter- 
rupted dividend records running back 
many years. Their capital is adequate 
and their management proficient. We 
have practically no foreign element in 
the town and a recent survey indicates 
that approximately 60 per cent of our 
people own their own homes. 

Upon a basis of this kind it would 
seem that our bank’s investment program 
might be entirely different than that of 
banks where conditions are radically 
different. Nevertheless there are certain 
fundamentals, certain definite require- 
ments that should not be forgotten in the 
consideration of investment commitments 
in any locality. 


Took Time to Diversify 


ye six years ago when the bottom 
dropped out of business and agricul- 
ture generally went to pieces we began 


to build up our outside investments. 
Formerly we had carried a small amount 
of bonds, which had been put away and 
forgotten. After posting ourselves as 
best we could, we began to buy some 
bonds. At that time we confined our 
purchases very largely to short time is- 
sues, endeavoring to build up our ma- 
turities in lieu of commercial paper 
because at that time the rate on good 
paper was slumping rapidly. Then one 
morning we woke up and found that we 
were too much ‘burdened with industrial 
issues to the exclusion of other classes 
of securities. 

We subscribed for rating books and 
services of this kind and had our lists 
checked by more or less disinterested 
concerns. We then went in for diversi- 
fication but it took some time to bring 
about this much-to-be-desired basis of 
proper investment. 

Our resources run to about $1,250,000. 
We have a bond account of approximate- 


ly 30 per cent of this amount, including 
our governmental obligations, of which 
we are only moderate purchasers. We 
limit our buying to $5,000 of any one 
issue, except in a very few instances, 
where we feel the situation is excep- 
tional. We buy some municipal bonds, 
those of the better class of rails, some 
foreign bonds, with public service, real 
estate and industrials having a share. At 
present our bond account is netting us 
about 5% per cent and is, in the main, 
quite satisfactory. 


The Personal Equation 


WE: have purchased quite a few of 
the first mortgage down-town build- 
ing bonds in the city of Chicago but de- 
velopments in the building situation in- 
duced us to refrain at this time from 
further investments of this character. 
We do not buy any of the so-called apart- 
ment house issues for reasons which I do 
not believe it is necessary to enumerate. 
We purchase no special assessment bonds 
of any kind except those of our own com- 
munity and some of the troubles we are 
having with those issues are all sufficient. 
We also refrain from making farm loans 
into which the personal equation is too 
apt to enter, except in restricted in- 
stances. 

For a long time we did not purchase 
foreign bonds of any kind, while our 
friends and neighbors were making most 
excellent profits, but for the past two or 
three years we have been buying some 
strictly governmental issues and are 
confining our purchases to securities of 
this character although we have never 
felt entirely satisfied with this kind of 
investments for the funds of a bank. 
Bonds of this character are doubtless en- 
tirely proper for individual investors but 
when the shooting of the top of some- 
one’s head off over across the water is 
apt to throw the whole world into a 
turmoil, the possibilities are unsettling, 
to say the least. 


Reducing Frozen Assets 


E are endeavoring to keep away 
from long-time bonds, but in some 
instances, we have begun too late. 

We also have refrained, so far as pos- 
sible, from purchasing these widely ex- 
vloited new issues, with which the mar- 
ket was glutted some six months or a 
year ago. 
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Bonds Constitute Bulk of Portfolio. 


Quite a large percentage of the bonds 
we buy are listed on the exchanges, and, 
with a few exceptions, the others we own 
have ready marketability. Aside from 
our bond investments we endeavor to 
maintain some 10 or 20 per cent of our 
resources in commercial and outside 
paper and this situation prevails with us 
at the present time. 

We have loans of considerable amount 
for us at the present time down in Wall 
Street. But we do not owe the reserve 
bank any money and, in fact, I may say 
that we paid them only twenty-eight dol- 
lars and some cents in interest in 1928. 
We never borrow money except when we 
need it badly for current obligations, 
and never for the purpose of taking part 
in any alluring investment undertaking. 
At the present moment and counting in 
our rediscountable paper, I am quite sure 
we could pay off 70 per cent of our de- 
posits within forty-eight hours, largely 
as a result of our investment program, 
as it is being called. We have some 
frozen assets that we are digging away 
at continually and each year we are re- 
ducing these amounts, setting up re- 
serves and having the back-bone to 
charge off overslow and questionable 
items. 


Filled Up by Sales Talk 


AS a suggestion, I would say that the 
two things that are the greatest 
menaces to the small banker are the bond 
salesman and the desire for yield. I 
have no wish to traduce the bond sales- 
man. We have some sixty odd fine, splen- 
did young men making our territory and 
I personally like many of them very 
much indeed, but they are out to sell 
their commodity; their living depends on 
it. They are frequently filled up by the 
sales talk of their superiors but one 
must not forget that they are here today 
and gone tomorrow, while the banker is 
compelled to meet and pay his depositors 
after they are gone. 

I have frequently been startled and 
almost appalled when informed of some 
of the bond purchases which have been 
made by some of the smaller banks with 
which I am acquainted, and I only hope 
that they may not be called upon to reap 
the whirlwind. It is a serious situation 
and these bankers certainly need a lot of 
education. 
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Bank vaults must resist attack by torch and drill 


One of the vault doors of 
the Baltimore Branch, 
Fede:al Reserve Bank of 
Richmond. 24,000 Ibs. of 
Copper were used in thie 
door and its frame in orde. 
to make it proof against 
torch attack. The metallin- 
ing of the vault contained 
177,000 lbs. of Copper. 


This installation was de- 
signed by The Hollar Com- 
pany, Engineers, Philadel- 
phia, Pa. 


PURE COPPER 


atfords the final measure 
of complete protection 


Exhaustive tests show that bank vault 
doors reinforced with plates of Pure Cop- 
per seven to ten inches thick are virtually 
invulnerable to attack by the oxy-acety- 
lene torch. 


ticable. In addition, the ductility of Cop- 
per makes it an extra protection against 
explosives. 


Anaconda Copper, a product of the world’s 
largest and most experienced producer of 


The value of Copper for this purpose lies 
in its high heat conductivity which enables 
the metal to rapidly conduct the tremen- 
dous heat generated by the 
torch away from the point of 
attack and diffuse it over a 
wide area. The action of the 
torch is thus slowed up to 
such an extent as to render 
this method of attack imprac- 


Copper and Copper Alloys, is known for 

its unexcelled purity (guaranteed 99.9% 

pace) It provides the most modern 
measure of protection in bank 
vault construction, is recom- 
mended by leading bank vault 
engineers and vault manufac- 
turers, and merits the serious 
consideration of bank man- 
agements everywhere. 


For further information address Sales Promotion Department, 
25 Broadway, New York 


ANACONDA COPPER 


When writing to advertisers please mention the American Bankers Association Journal 
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Does NOISE accompany 


your daily work? 


Here is a constant drain on your pocket- 


N thousands of banks and 
offices today executives and 
their employees strive to do 
important work to the accompaniment 
of clattering typewriters, jangling tele- 
phones, the confused din from street 
traffic, the slamming of doors and file 
drawers. 

These noises interfere greatly with 
the efficiency of business routine. They 
destroy concentration . . . wear down 
nerves . . . weaken physically strong 
bodies. 

However, you can subdue these 
costly disturbing noises that drain the 
efficiency of men and women. You can 
have Acousti-Celotex, a noise-absorbing 


fibre tile, applied to your office ceilings. 


COUSTI 


—(CELOTEX 


book... .on the efficiency of your employees 


Banks and offices everywhere have in- 
stalled Acousti-Celotex ceilings... and 
succeeded in deadening noise—in 
raising standards of work to new high 
levels. 

Acousti-Celotex comes in several dif- 
ferent types, including BB, which has a 
sound-absorbing efficiency of 70% at 
standard pitch, the highest of any mate- 
rial on the market. Its natural tan color 
and pleasing fibre texture add beauty 
to any ceiling, and it can be hand- 


somely painted in 


various colors and de- = 


signs without destroying | 


The word 


CELOTEX 


(Reg. U.S. Pat. Off.) 
is the trademark of and 
indicates manufacture by 
The Celotex Company 
Chicago, Illinois 


FOR LESS NOISE—BETTER HEARING | 
When writing to advertisers please mention the American Bankers Association Journal 


its sound-absorbing efficiency. 

Acousti-Celotex comes in 
single, cane-fibre units, dura- 
ble and permanent, that are easily 
installed in new buildings or old. 

For further information about this 
remarkable material, send the coupon 
for the Acousti-Celotex booklet— 
“Acousti-Celotex versus Noise.” 

The Celotex Company, Chicago, 
Illinois. In Canada: Alexander Murray 
& Co., Ltd., Montreal. Sales Distribu- 
tors throughout the world. Acousti- 
Celotex is sold and installed by 


Approved Acousti-Celotex Contractors. 


ARAJ 4-29 


THE CELOTEX COMPANY 
919 North Michigan Avenue, Chicago, Illinois 


Please send me your free Acousti-Celotex book, 
**Acousti-Celotex versus Noise.”’ 
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Pays to Pay 


By M. PLIN BEEBE 


President, Bank of Ipswich, Ipswich, South Dakota 


Regular Distributions ot Bank Earnings Instill Confidence. 
Large Surplus May Be Questionable Asset to Stockholders if 
Bankers Rely Upon it Too Much. Banks that Can Not Pay Fair 
Dividends Seen as Without Right to Make Any Disbursements. 


HE fine spun speculations of the 
financial geniuses do not rule the 
banking business in the final 
analyses, but the horse sense ex- 
pounded by the David Harums of today 
governs. In the agricultural sections, 
the country banker has the rust, drought, 
hail, cholera and low prices at threshing 
time, and so forth, to contend with. If 
the feed prices of the Northwest are 
high the dairymen in New York and Wis- 
consin do not make money. If the boll 
weevil is at work in the South it re- 
flects on the earnings of the banks in 
the Southland and so on, indefinitely. 
To illustrate the point I am endeavor- 
ing to make, my mind harkens back 
twenty-eight years ago when I entered 
the University of South Dakota. Those 
were the days when board was $2 per 
week without coffee or tea or $2.25 with. 
The boys were housed in a three-story 
prehistoric building heated with wood 
stoves, the tops of which made excellent 
griddles to fry eggs or weenies on when- 
ever the inner cravings demanded atten- 
tion, which of course was more or less 
constantly. In those days we were not 
educated to the refinements that our 
children enjoy. Now they go away for 
four years and learn what it has taken 
some of us thirty years to get wise to. 
This old dormitory had a faucet on 
each floor which was a real luxury, but 
the water was so hard it wouldn’t even 
splash. The Varsity authorities met this 
condition by putting in a rainwater cis- 
tern, but forgot all about the pump. 
Theoretically they had met the situation. 
When the alleged burner of the midnight 
oil wanted some soft water he took the 
big china pitcher, one of which graced 
every room, attached a piece of clothes 
line to the handle, laid down on his 
stomach and fished around the mouth of 
the cistern until the pitcher was filled. 
No one born with a silver spoon in his 
mouth visualize the picture. 
Sometimes the pitcher came up and 
sometimes it did not, so the saying went. 
“If the pitcher comes up we bathe, and 
if the handle comes up we shave.” 


Bankers Were Color Blind 


HIS is equally true of dividends in 
a country bank. If conditions were 
normal we paid a good dividend. If they 
were not, we did not and here is where 
many a country banker made a mistake. 
He was color blind and kept right on 


Dividend Hungry 


I T is suggested here that 

banks should pay their 
stockholders in dividends 
as soon as possible an 
amount equal to the double 
liability assumed and then 
a still more conservative 
business should be con- 
ducted which spells less 
profits. Such a policy is 
designed both to protect 
and repay those who supply 
the capital of banks and 
at the same time to elimin- 
ate the stockholder who 
gets dividend hungry once 
he receives substantial re- 
turns from his investment. 


paying dividends, being absolutely un- 
able to distinguish between real and 
paper dividends. 

To go back to my college experience, 
these bankers should have been shaving 
with fictitious dividends instead of bath- 
ing in them. Up to the great war I be- 
lieve 95 per cent of the country bankers 
had never seen a bond, except local is- 
sues and had only a vague idea of what 
a secondary reserve might be. His sole 
business was to finance the agricultural 
activities of his community. He drew his 
salary and had his three “squares” a day 
whether the stockholders received any- 
thing or not. If the crops were good a 
dividend was paid. If not, the officers’ 
salary check came along as usual. If 
crops were poor he either protected him- 
self with a large reserve through the 
entire year or borrowed. He generally 
followed the later course. Now, the up- 
to-date, farseeing country banker pro- 
tects himself against a crop failure or a 
drop in the produce market by a second- 
ary reserve. He is now able to pay an 
honestly earned dividend. It really is 
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very humorous to see the old-time coun- 
try banker scurrying around the last few 
days of the old year getting his notes 
fixed up and paid so that he can make a 
showing to his stockholders. 


Dividends in Ego 


ITH this change in the mode of 

country banking, the matter of a 
correct dividend policy can be discussed. 
It was only a few years ago that the 
borrower seemed to have first considera- 
tion. Now it is the fashion to play up 
to the depositors. But, how about the 
stockholder who puts up his cash, takes 
the chances of a double liability, and 
above all, puts up that priceless gift, 
his reputation and his good name? We 
must admit he is being used uncon- 
sciously as a bait, although I concede 
that he gets a certain kind of a dividend 
check in proportion to the amount of ego 
he possesses, in a feeling of self-satis- 
faction that he is a stockholder and not 
like other people. He should pay for this 
and in some cases he has. 

It is needless to say that a bank has 
no business paying a dividend unless it 
has been earned. If it cannot earn a 
fair dividend in normal times and play 
safe it has no business paying salaries 
or making other disbursements. The 
quicker it is liquidated, the better. This 
leaves the community free from its com- 
petitive influences that depreciate the 
earning powers of other institutions. If 
such a bank is allowed to run, it finally 
results in demoralizing the business of 
its territory with an attendant loss to 
its stockholders and depositors. 

A bank cannot expect to have a stock- 
holder give his time and use his influence 
unless he receives a fair compensation 
in the way of dividends regularly paid. 
A bank is run primarily for the benefit 
of its stockholders, not for the officers 
to draw salaries or to make jobs for 
sons and son-in-laws. On the other hand, 
we have a line of thought among bank- 
ers that a stockholder who wants divi- 
dends instead of surplus is not desirable 
and frequently forces the payment of 
dividends when they should not be paid. 
Personally, I would take the side of the 
stockholder. A banker who is not a good 
enough business man to see that his bank 
pays a dividend is the one that is not 
desirable and not the stockholder. Bet- 
ter results might be obtained if the sal- 

(Continued on page 1059) 


New Models for Old Machinery 


By DAN V. STEPHENS 


President, Fremont State Bank, Fremont, Nebraska 


Non-Political Supervision Called Remedy for Bank Failures. 
Ideal Banking Department to Be Free and Independent in Its 
Action Proposed as Model for State and National Systems. It 
Would Have Broad Powers to Modernize Management Practice:. 


T is impossible to maintain a profit- 
able banking business in an en- 
vironment where the banking laws 
do not make it possible to safe- 
guard the business from an overbanked 
condition and from the encroachment of 
incompetents and speculators. 

More than 3000 banks have failed in 
the territory represented by the states 
of the Mississippi Valley since 1920. It 
is an appalling indictment, not of the 
solvent bankers who have withstood the 
pressure of inflation and deflation, but 
of the banking machinery set up by 
statute in the various states and upon 
the banking machinery of the national 
government. These failures, except in 
exceptional cases, were inexcusable and 
wholly unnecessary. They could have 
been easily avoided by just ordinary care 
with ordinary men as supervisors, if 
adequate machinery had been provided 
by law. If this is a correct statement 
of the facts, is it not worthy of the 
consideration of bankers everywhere? 

What is the remedy? The remedy 
lies in the translation of well-known 
principles of administration into prac- 
tice by creating a properly organized 
banking department in the various states 
of the union and at the national capital 
itself. Let us deal concretely with the 
state banking departments as examples 
of what can be done and the principle 
can be applied in a general way to a 
reorganization of the Comptroller’s 
office at Washington. 


The Ideal Way 


fhe ideal banking department, which 
will to a large degree be free and 
independent in its action, can be secured 
through the creation of a banking board 
of, say, five members, three of whom 


should be practical bankers. The board 
to be appointed by the governor for a 
term of not less than five years and so 
appointed that not more than one mem- 
ber will retire from the board each year. 
The board should have the following 
powers: 


To nominate a candidate for bank com- 
missioner and present his name to the 
governor for appointment, the commis- 
sioner to be ex-officio chairman of the 
board. 

To pass upon all questions of charters 
for banks and have discretionary power 
to grant charters only where the com- 
munity’s interests require additional 
banking service. 

To recommend a budget and fix the 
salaries of commissioners and examiners 
and the number of examiners to be em- 
ployed. 


Bar the Weak 


OMPLETE yreorganiza- 

tion of the whole scheme 
of bank supervision in the 
United States is here de- 
manded as a_ protection 
against weak banks on the 
theory that if incompetents 
are barred from the field 
the chances of failures are 
at once immeasurably less- 
ened. The ideas put for- 
ward may be the little 
acorns from which the big 
oaks of a staunch and im- 
movable banking structure 
may grow. They aim at con- 
ditions long recognized but 
long left without attention. 


To license all executive officers of banks 
with power to refuse a license to appli- 
cants in their judgment unqualified. 

To fix the policy of bank supervision 
and advise with the commissioner in 
promoting better banking practices 
through regional district associations sup- 
ported by voluntary clearinghouse as- 
sociations. 


What are the advantages of such a 
system and what results are expected 
through its operation? 


Prime Causes of Failure 


Rew power given the board to nomi- 
nate a commissioner, rather than to 
permit his appointment directly by the 
governor, is to remove as far as possible 
the possibility of political influence. 
The present practice in the various 
states of the Middle West, with a few 
exceptions, is for the governor to appoint 
his own bank commissioner. Naturally 
he appoints his commissioner from 
among his political supporters and, even 
if he does not do so, the commissioner 
he does appoint is morally obligated to 
him and naturally does what he can 
to support the hand of the governor 
in every way possible by becoming identi- 
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fied with his political fortunes as both 
their jobs depend upon a smooth-running 
administration. Such a commissioner 
is seldom ever retained by the succeed- 
ing governor. The banks in such states 
are generally poorly supervised and 
invariably there are too many of them. 
The reasons for both of these defects 
arise directly out of the political char- 
acter of the commissioner’s appointment 
and constitute the two prime causes of 
bank failures. 

Under the proposed banking depart- 
ment the commissioner is chosen for five 
years and not primarily by the governor 
as the board seeks him out because of 
his merit and recommends him to the 
governor for appointment. He is not 
a candidate for such preferment. He 
becomes obligated only to the board. 

Of course it goes without saying, if 
the governor is a politician and at the 
original setup of the board appoints 
politicians on the board, they in turn 
might appoint a politician as bank 
commissioner, but even this condition 
would not last, as within two to four 
years the power creating the original 
board would pass out of office and the 
permanency and independence of the 
board would become established. 
Politics would take a back seat and in- 
terest in successful banking would be 
in the saddle as the guiding motive of 
the board. 

The board being appointed for a term 
of five years, when once established, 
would have a tenure of office of two and 
one-half times that of the governor in 
most states. It is anticipated that such 
a board would become as free and in- 
dependent as the Supreme Court and 
would act unselfishly for the best in- 
terests of the people in improving bank- 
ing practices through proper supervision. 
Since probably half of our bank failures 
are due to a lack of proper supervision, 
this step is worthy of the most careful 
consideration. 


Over-banked Conditions 


= second power of the board is of 
prime importance in preventing bank 
failures and that is the discretionary 
power to grant bank charters whenever 
and wherever there is a public need of 
an additional bank. Fully half of the 
failures that have taken place in the 
Middle West can be traced to the over- 
banked conditions of the country rang- 
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When Your 
ustomers Travel 


Take YOUR 
If your customers take A. B. A. Cheques when they ; Travel 


travel, they take cheques which bear the name of YOUR 

bank and the signature of one of YOUR officers. Every Cheq ues? 
time they cash a cheque they are reminded of YOUR 

bank. 

A. B. A. Cheques were established by the American 
Bankers Association to provide banks with a travel 
cheque of their own which would enjoy universal 
acceptance. Certified by Bankers Trust Company of 
New York, A. B. A. Cheques are accepted by banks, 
hotels, shops, ticket offices and tourist agencies 
throughout the world. The fact that more than 
60,000,000 separate cheques have been negotiated 
during the past 20 years attests to the degree of their 
acceptance. 

A. B. A. Cheques are convenient to carry, afford 
complete protection against loss or theft, and abroad 
command the favorable exchange rate of bankers’ 
paper. The cheque itself is an instrument of the high- 
est grade, engraved on safety paper. 

Sell your customers A. B. A. Cheques—a constant 
reminder of the completeness of your banking service. 


A. B.A. 
CHEQUES 


SOLD HERE 
ACCEPTED EVERYWHERE 


When writing to advertisers please mention the American Bankers Association Journal 
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When you pick out a new suit of clothes do you pick it 
out on its price only or do you pick it out on its price, quality 
and its finish? Applying the same rule to your check paper, 
remember that Gilbert Safety Bond is a rag content, 
tub-sized, air-dried paper of excellent quality of the highest 
degree of safety, and a patternless surface that permits your 


printer or lithographer to do any kind of work on it, and that 
WRITE TODAY for 
sample book showing 


will give you a highly finished quality check. 
: graphed and printed 
checks on this new 


GILBERT PAPER CO., Menasha, Wis. ite mee. 
GILBERT SAFETY BOND 


‘The Safest of Safety Capers: 


“ASK YOUR LITHOGRAPHER OR PRINTER FOR SAMPLES AND PRICES” 


When writing to advertisers please mention the American Bankers Association Journal 
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Group and Chain Banking 


By RUDOLPH S. HECHT 


President Hibernia Bank & Trust Co., New Orleans 


The Trend Toward Consolidation in Banking is a Counterpart of 
General Movement. Is Not Confined to any Section. Compels 


Men Who are at Heart Unit Bankers to Establish Branches. The 


S Chairman of the Economic Pol- 
icy Commission of the Ameri- 
can Bankers Association, it has 
been my duty to look at group 

and chain banking from both sides. I 
do not deny that, as an individual and 
from the standpoint of the country as 
a whole, from the economic standpoint, 
I rather deplore the concentration of too 
much power in the hands of the few. On 
the other hand, we may just as well rec- 
ognize that group and chain banking and 
branch banking are going on, whether 
we as individuals may or may not like 
the movement. 

I stand for the principle of unit bank- 
ing, and I have always been opposed to 
the undue extension of branch banking; 
and yet the institution over which I hap- 
pen to preside went on for fifty years, 
doing its business in its main office and 
nowhere else, but during the last ten 
years we have been forced to establish 
nine branch offices. I am sure that, 
notwithstanding the views that I may 
hold, I may not yet find myself at the 
head of a chain banking system. 

I merely mention that because I want 
the reader to understand that all of my 
comments are given with an open mind. 
I am trying to present both sides of the 
question and point out at least some of 
the reasons for the very rapid growth 
of the group, branch and chain banking 
systems. 


A General Tendency 


HE tendency in the whole country 

has been toward combinations and the 
bringing together of scattered businesses 
under a unified control. This has been 
true in the field of distribution as well 
as in the field of production; and it has 
been true particularly in the railroad 
field where in the past our government 
has most strenuously objected to it. It 
is not many years ago that any attempt 
to combine one railroad with another 
immediately met with government objec- 
tion, and yet today even our govern- 
ment has recognized that modern busi- 
ness requires changes in that policy. 
The government itself is now advocating 
the combination of railroads into larger 
units. 

So in commerce and industry that 
tendency toward combinations has been 
quite readily accepted. In the financial 


world the same developments are going 
on, but there is, at least among a’ very 
large number of our bankers as well as 


Remedy is Cooperation and Better Banking In Every Locality. 


of our people at large, a very great 
prejudice against the undue spread of 
that movement. 

There is always the fear that there 
may come a monopolistic control of our 
finances, and the very thought that we 
could ever drift into a state of finan- 
cial feudalism, or economic vassalage, is 
naturally repulsive to every American. 

As matters stand today we still go 
on doing the business of banking on the 
basis of fifty-seven varieties. We are op- 
erating under forty-eight different state 
charters. There are six different kinds 
of banks operating under national char- 
ters. There are mutual savings banks, 
private banks and trust companies, and 
each style fulfills a proper function in 
our financial scheme of things. How- 
ever, it behooves those of us who really 
believe that the unit banking system is 
the best system for our country to recog- 
nize that, while it may heretofore have 
suited our business practices, it is never- 
theless in serious danger of being super- 
seded by more centralized organizations, 
such as are in vogue in our neighboring 
countries. 


An Irreparable Loss 


ie would be an irreparable loss to the 
nation if this individualism in bank- 
ing had now to give way to centraliza- 
tion of power in the hands of a few 
strong institutions; and I am sure it 
would be a most disappointing experi- 
ence to thousands of independent bank- 
ers if, instead of being able to guide 
the destinies of their own institutions 
and to aid their communities as their 
interest in their communities may dic- 
tate, they had to become the hirelings 
of any one or a half dozen or more great 
systems. 

It is not my purpose to conjure up 
the popular bogey of a financial octopus, 
but it would be folly to shut our eyes 
to the fact that the banking business, 
too, is steadily drifting toward more 
and more concentration. If present ten- 
dencies do continue our individual bank- 
ing system will ultimately be replaced 
by branch, or group, or chain banking. 

How fast is the group and chain bank- 
ing and branch banking growing? As 
a matter of fact, the only statistics avail- 
able are on branch banking, and there 
has been a very steady increase. In 
1900 there were sixty branch banks in 
the United States. In 1910 there were 
329. In 1920 there were 1052. In 1927 
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there were 2989, and the latest statis- 
tics available as of June 30, 1928, showed 
there were 3230. 

Our unit banking system is, there- 
fore, in some jeopardy. These are cold 
facts and not theories that we are deal- 
ing with; and if we want to preserve 
our unit banking system, we cannot do 
it by passing resolutions or by talking 
about it, but must find the fundamental 
reasons for this new tendency and a 
remedy for the evils which may have 
brought it about. 

There are many very able bankers who 
sincerely believe that this spread of 
branch and group and chain banking is 
entirely logical and in line with modern 
tendency. They do not look upon it as a 
probiem of the future. They feel rather 
that branch banking has already become 
an integral part of our banking system, 
and that its further expansion and the 
development of the group and chain 
systems are inevitable and should not be 
interfered with. They point out that 
conditions are somewhat different in this 
country than in Canada and England, 
where this concentration has gone so 
far that less than half a dozen banks 
in each country practically control the 
entire business in those countries. They 
point out that in our generation we 
should not see such concentration of 
power in the United States. But that 
is small consolation because, if the move- 
ment does go on at the present rate it 
will not be so many years before the 
number of banks—or at least the num- 
ber of controlling banks—will be very 
small indeed. 

It is stated—though I do not vouch 
for the accuracy of this—that already 
out of the approximately 25,000 banks 
in the United States there are 285 banks 
which control 72 per cent of all the com- 
mercial deposits in the country. We al- 
ready have traveled a considerable dis- 
tance when 285 banks control 72 per 
cent of the commercial deposits, and the 
other twenty-five odd thousand banks 
have only the remaining 28 per cent. 


Since McFadden Bill 


y= since the passage cf the fa- 
mous McFadden bill, there has been 
a great addition to the number of banks 
that are doing a branch banking busi- 
ness—there is an even greater number 
of banks that have gone into the chain 
and group banking development. 

That tendency toward group and chain 
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banking is not being confined to any sec- 
tion of the country, nor is it being kept 
quiet and under cover as it was only a 
year or two ago. Some of our outstand- 
ing banks have come out openly and an- 
nounced not only the fact that they 
themselves have gone out to absorb or 
control other banks, but that the stock 
of the mother institution itself has been 
put into this chain organization, so that 
the exercise of power of management 
now extends beyond the city, the county 
or the state in which the banks are lo- 
cated, and reaches out into neighboring 
states and covers the country. 

I have the highest regard for the abil- 
ity of many of the bankers who have 
gone into that development and who do 
believe it to be to the best interests of 
their stockholders. 

There is another phase of the subject. 
It is claimed that this development is 
inevitable because there have been so 
many bank failures. In other words, 
that there has not been enough banking 
talent to go around. 

“Just look at Iowa” a man recently 
said to me. “If we had had group or 
chain banking we would not have had so 
many bank failures.” 

I answered him that I did not care 
to deny that statement, but that I wanted 
to call his attention to the fact that in 
another part of the country we had 
within the last couple of years a very 
sad experience. In the city of Atlanta, 
one bank failed, and the next morning 
eighty-three other apparently indepen- 
dent banks throughout Georgia and 
Florida closed their doors. 

So chain or group banking is not 
necessarily the remedy for bad banking. 
If this chain in Georgia and Florida had 
been well-managed it would have lived. 
If some of the excellent advice that was 
given had been followed by the bankers 
in Iowa, I am sure the number of bank 
failures would have been very much 
smaller. Good banking is not a matter 
of size, nor is it a matter of chains or 
groups or unit banks; it is a matter of 
knowing how to run a bank. 


Lack of Ability 


phoned the Comptroller of the Cur- 
rency, Mr. Pole, pointed out at a 
meeting in Cincinnati a few weeks ago 
that much of the development of the 
chain and group banking is due to the 
fact that there is a scarcity of bank 
talent. 

The former Banking Commissioner of 
Kansas, Mr. Bone, said that we had too 
many banks and not enough bankers. 
Comptroller Pole in Cincinnati said that 
the large number of bank failures that 
had taken place in recent years was the 
proof that there were more banks than 
bankers. 

We are living in a new banking age, 
and the contest between these different 
groups is rapidly developing into a battle 
of chains commanding huge amounts of 
capital, resources and deposits, and it 
is likely to lead to some further impor- 
tant changes in the complexion of our 
banking business. Already ten of our 
largest banks have combined deposits of 
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$10,000,000,000, and the movement 
toward mergers is going on at an ever- 
increasing rate. There were 700 mer- 
gers last year. At the rate we have 


started in 1929 that number is very 
likely to be exceeded. 
If the movement continues, and if 


alongside of it there develops this group 
and chain banking system, we will have, 
indeed, a new order of things and we 
will have to adapt ourselves to changed 
conditions. We should not complacent- 
ly sit by as unit bankers and ignore the 
fundamental facts which are largely re- 
sponsible for that tendency. 

As I have already stated, I hold to the 
opinion that good banking is not neces- 
sarily a matter of size. A properly con- 
ducted, small country bank can be just 
as safe as a large city institution with 
branches. It cannot be denied of course 
that the larger institutions can usually 
employ more experienced bank officials 
than can the smaller units. They have 
also on the whole better facilities for 
standardizing their business, keeping 
themselves properly informed, and thus 
escaping many losses from actual op- 
erations and from poor credits. 


What Is Needed 


| many of these deficien- 
cies of the smaller banks can be 
supplied not by making any fundamental] 
changes in our banking system, or by 
giving up any of the unit bankers’ inde- 
pendence, but merely by bringing about 
a better spirit of cooperation and mutual 
helpfulness among the fraternity. 

I think President Hazlewood has set 
a wonderful example in that respect, and 
I think his powerful sermons on better 
banking have become classics among the 
literature of our profession. If his ap- 
peal, and those of many of the other 
officials of the Association are followed, 
and our unit bankers get together 
through county organizations, credit 
exchange bureaus, and other similar co- 
operative organizations, we shall soon 
improve the standard of our unit banking 
system and eliminate many unsound and 
unprofitable practices and abuses which 
undue competition has brought into our 
business. The time has passed when a 
banker can afford to go it alone and ig- 
nore what his neighbors around him are 
doing. Individualism in banking must 
give way to cooperation. We need to 
develop a new spirit of mutual respect 
and confidence in each other, and to 
realize that only through combined ef- 
forts and concerted action can we hope 
to meet the changed conditions and avoid 
serious troubles in the future. 

We should strive to get better and 
more uniform banking laws, and closer 
supervision by proper authorities. We 
should cooperate to curb the undue in- 
crease of the number of banks, especially 
those of a capitalization of less than 
$50,000. 

Some years ago there was a perfect 
mania for new small banks being started 
throughout the country, and I doubt that 
there is room for any more than the 
25,000 odd banks that we already have. 
There is no doubt that the danger of bank 
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failures would be greatly reduced if we 
could stop this unnecessary multiplica- 
tion of the number of small banks. 

The main reason for our trouble in 
the past has been that so many banks 
were poorly managed by untrained men 
attempting to operate banks without pre- 
vious experience. In fact, an analysis 
of the large number of failures that have 
taken place in recent years, will show 
that the mortality has been, very largely, 
among banks operated by so-called bank- 
ers whose previous knowledge of credits 
and finance was practically nil, and who, 
with the best intentions to do otherwise, 
permitted their banks to get into such 
a weak and unsound condition that they 
were utterly unable to withstand the 
effects of the deflation period, and con- 
sequently went down in the first financial 
storm that came along. 


What Is the Remedy? 


UT the remedy for that condition is 

not necessarily branch or chain or 
group banking, but rather better bank- 
ing. The unit system is on trial and 
it must vindicate itself. It depends on 
the unit bankers themselves whether the 
system shall continue to live or be swept 
away by the rising tide of group and 
chain banking. It behooves us to put 
our house in order and to take the initia- 
tive in correcting the evils from which 
the unit banking system has suffered, for 
the final test will be: What system really 
renders the best service? In the end it 
will be a question of the survival of the 
fittest. 

If our banks are properly and profit- 
ably run by experienced executives; if we 
observe sound banking principles; if we 
get together and formulate effective 
plans of cooperation; and if public in- 
terest and public welfare are always our 
prime consideration, there can be no 
doubt of the ultimate outcome. We are 
at the crossroads of our financial future. 
The choice lies between improved bank- 
ing practices among the unit banks or 
the ultimate absorption by a more cen- 
tralized system. It lies between financial 
independence and monopolistic control, 
and the answer is in our hands. 


Causes of Tight 
Money 


N seeking an explanation of the ex- 
traordinary money rates obtaining at 
the end of March the National City Bank 
of New York suggests that consideration 
may be given to the following factors: 
1. Spring credit demands of business and 
agriculture. 


2. Absorption of credit in the stock mar- 
ket. 


3. Federal Reserve policy. 

4. Government tax day operations. 

5. Preparations for April 1 interest and 

dividend disbursements. 

March is always a month of expanding 
commercial and agricultural demand for 
credit, and this year the exceptionally 
high level of business has made these re- 
quirements larger than ever before, the 
bank adds. 


: 
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“TI really feel it is going to do more in raising farm values 
in Iowa than anything that has happened in recent years” 
— BILL GALLOWAY 


What Mr. Galloway 
says for Iowa is being 
said across the country 


William Galloway, 
of Waterloo, Iowa 


whose name has been a household word 


in connection with farm equipment for many years 


has this to say about the FARMALL: 


THE BANKER who has 
his eye on Agriculture is 
having a striking demon- 
stration these days of the 
great restorative powers in 
modern farm power and 
equipment. Rural prosper- 
ity and the experience of 
scores of individual farmers 
in each locality testify to 
what can be done with 
McCormick- Deering and 
Farmall tractors and big- 
capacity drawbar and belt 
machines throughout the 
year. 


The McCormick-Deering 
dealer is a community 
builder in the best sense 
of the term. 


“1 have followed tractors, built tractors, sold them and 
used them for a good many years but have never seen 
one which fills the bill for every job on the farm like 
the Farmall. I am so enthusiastic over this tractor that 
I really feel it is going to do more in raising farm 
values in Iowa than anything else that has happened in 
recent years. 


“My son, W. R., has also operated several tractors 
and he is simply 100% elated over its performance. 


“He told me the other day that with his tractor he 
double-disked, harrowed (and disked some the second 
time) for 120 acres of grain; also prepared the ground 
for 80 acres of corn, disked and harrowed it for a total 
cost of something like $17 for kerosene. When you 
compare this with the work and cost of a dozen head 
of horses it is easy to see why the Farmall Tractor will 
fill a long-felt need in this country. It is going to make 
farming more of a pleasure than it has ever been before.” 


INTERNATIONAL HARVESTER COMPANY 


606 So. Michigan Ave. of America 


Chicago, Illinois 


When writing to advertisers please mention the American Bankers Association Journal 


1021 
4 
‘ 
| 


AMERICAN BANKERS ASSOCIATION JOURNAL April, 1929 


OME of America’s newest and finest 

banks have secured their beautiful 
interiors by putting the responsibility for 
furniture in the hands of the GF ‘theo 
specialists. 


This organization works with the Archi- 
tect in securing harmony and beauty of 
design as well as with the operating exec- 
utives to obtain the greatest efficiency 
and convenience. 


GF Allsteel bank furniture for counting 
rooms, cages and offices follows the mod- 
ern trend. It combines beauty, utility, rec- 
ord-protection and the long life that only 
steel can give. 


THE GENERAL FIREPROOFING CO. 


Youngstown, Ohio - Canadian Plant, Toronto 
BRANCHES AND DEALERS IN ALL PRINCIPAL CITIES 


Counter equipment of the 
Tulsa Exchange National 
Bank, Tulsa, Okla., designed, 
fabricated and installed by C.F. 


The GF Allsteel Line: 


Filing Cabinets 
Shelving 
Sectional Cases 
Transfer Cases 
Storage Cabinets 
Safes 
Document Files 
Desks 
Tables 


Supplies 


| 


Serves and Survives” 


ATTACH THIS COUPON TO YOUR FIRM LETTERHEAD 


THE GENERAL FIREPROOFING CO. sacs 


Youngstown, Ohio 


Please send me a copy of the GF Allsteel Catalog. 


A Cc OM PLETE BAN K FU RNIS HIN G SERVICE 


When writing to advertisers please mention the American Bankers Association Journal 
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Why Business Was Poor 


reasonably be expected to carry men or 
material forward. 

“Among things of the past there is 
also your history. Oh! it is a fine his- 
tory, I will admit, and it is all right to 
be proud of it, but unless you happen to 
be a publisher or a writer there is noth- 
ing to be hoped from it in the way of 
more business for your community, and 
as a twin brother to your habit of lean- 
ing on our history you have a mighty ex- 
pensive idiosyncrasy. There is an ex- 
pression in vogue in this city that I 
never have heard to the same extent 
in any other—‘First Families.’ 


Business Would Have Been 
Better 


business would have 
been better in spots in this town 
if there had not been such strenuous 
efforts made to give preference to what 
a certain clique has been in the habit 
of calling ‘First Family Boys,’ over the 
plain, ordinary kitchen-raised boys. 

“Our country is inherently antagonis- 
tic to an aristocracy. If that first family 
business were forever tabooed, not only 
from speech but from thought, the 
tabooing might remove some obstacles 
from the pathway through life of these 
same first family boys. The common 
people will not hold it against a man 
because he springs from an old family if 
he and the family will only keep quiet 
about it.” 

Angelo, the Italian broker and mer- 
chant, the emigrant who had a knack of 
getting into many enterprises and mak- 
ing money out of all of them, hitched 
his chair forward a little bit. Brimfield, 
who used to be a salesman, subconscious- 
ly noted this as a good sign. When he 
got a prospect hitching his chair forward 
in the old selling days he knew that ne- 
gotiations were going well. 

“Have you ever stopped to reflect upon 
the fact that every community has cer- 
tain dominant or peculiar trends of 
thought and peculiar habits of thought 
and that these are factors in giving a 
city what may be called its ‘atmos- 
phere’?” asked the speaker. “There, 
for instance, is the atmosphere of homes 
and of families—sometimes cordial and 
cheerful and wholesome, sometimes on 
the other side—which you can actually 
feel and sense almost as you cross the 
threshold. 

“What do you suppose the prevailing 
atmosphere of this city is? 

“I am going to be plain, and blunt and 
brutal with you. There is too much back- 
biting, and knocking and disparaging 
going on here, and there always has 
been! There always have been too many 
people here who considered it a satis- 
factory day if they could tell something 
about a fellow townsman that was not 
to his credit! That is not helping the 
man who tells it, nor is it helping to 


(Continued from page 962) 


build business. In the time that I lived 
here I suppose enough energy was 
wasted in ‘knocking’ each other to move 
a mountain if it were all concentrated 
and used intelligently! 


He Hit Them and Hurt 
Them 


66 HAT has that to do with busi- 
ness? perhaps you will ask. 

“Well, I read a line in a book the 
other day that answers that question so 
well that I scribbled it down on the back 
of this envelope to read to you. Here 
it is, ‘There exist in nature no germs so 
hidden as the infinitely small causes of 
human events.’ 

“I’m not going to moralize on that for 
I am not a preacher but, gentlemen, if 
the truth were ascertainable at this time 
and distance I have no doubt that you 
would learn that the driving out of the 
National K. Company, one of the great- 
est industrial concerns in the wide world, 
started in the petulance, or the irasci- 
bility of some one small man who him- 
self was not worth a hang to the town! 

“A man usually is safe for himself 
and those around him if his mind is 
working constructively. There is no one 
wise enough to know the whole amount 
of good that may come from his think- 
ing, and by the same token there is no 
telling what harm the chronic kicker 
may be doing!” 

At this drive Owen Patterson could 
not refrain from taking a sly look across 
the hall at David Tynnycleve, who was 
held in high reputation for his pictur- 
esque and merciless sarcasm. David 
caught Owen in the act, sensed what 
was passing through his mind and glared 
at him in a manner suggestive of the 
“wait-till-I-catch-you-out” of boyhood 
days. 

By this time the main body of the 
audience had begun to get some satis- 
faction out of Brimfield’s talk. Though 
he hit them and hurt them, here and 
there, individuals forgot their own hurts 
when they knew or suspected someone 
else was wincing. 

“You want this place to grow into a 
metropolis,” he went on, “but you are 
not going to build big with that kind of 
stuff. It is not the material that big 
cities are made of. It is the stuff that 
abounds in small towns and that keeps 
towns small. 

“You are proud of your. political 
acumen here,” and here his voice be- 
came withering. “It is too bad that 
politics are not a commodity you put 
into cans or cartons and sell to the out- 
side world. If it were a commodity you 
would have a great future because, 
though the quality is low, your output 
is tremendous! 

“I do not believe that there is any 
town on the face of the earth where 
there can be developed more interest, 


more gossip and more acrimonious side- 
walk debate and parlor gossip over a 
minor political office than right here. 
Everyone talks petty politics. The news- 
paper lineage given over to politics of 
the county and the municipality must 
run into tremendous totals for each year, 
and after all is said and done you have 
no better public officers here than in 
any other city. 

“In honesty of purpose and _ intelli- 
gence, I would not put your officers, not- 
withstanding all the turmoil of selection, 
a bit above the average. Instead of this 
disgusting fishwife wrangle that goes 
on from year to year over petty offices 
and the administration thereof, it would 
be better for all to get back of one set 
of candidates, elect them, give them a 
free hand and let them make good, or 
else give them enough freedom to over- 
reach themselves and get into jail.” 

The Mayor of the city shifted his posi- 
tion. His face seemed to say, “Not so 
bad after all.” 


You Want Industries 


“ OU want more industries and more 
families,” exclaimed Brimfield, 
“and in your sales talks you will teil 
people what a good town this is in which 
to live, the number of churches and the 
splendid schools but, honestly men, do 
you think that anyone wants to bring 
his loved ones to live in the midst of a 
perpetual family quarrel? We all like 
peace and quiet. You call this a good 
home town. My idea of a good home 
is not a perpetual fight! 

“This always would have been a bet- 
ter town and you would not be having 
as much trouble with business as you 
now are having if you had not carried 
along through the years a flat-chested, 
pinch-backed notion about wages. You 
haven’t been in favor of industries em- 
ploying highly skilled men or women 
who would have commanded good wages. 
You wanted the industries where you 
could employ unskilled labor, low class 
labor, labor that could be educated to a 
few operations and then work on like 
machines. So you have encouraged the 
one and discouraged the other and you 
are reaping just what you have sown! 

“You like to have good spenders in 
your stores but you thought that it 
would not be good policy to have high- 
priced working men in town. So you 
have leaned mostly to the other class 
and—.” 

Here Brimfield walked down to the 
edge of the platform with belligerency, 
defiance and determination commingled 
in a curious flame in his face and said, 
as he raised his voice— 

“and grafted on the payroll as much 
as you dared to! 

“T know for two reasons. First, I have 
worked here on the cheap payroll which 
did not compensate me for the service 
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rendered and for a long time scarcely 
gave me the bare necessities of life even 
on the lowest plane and, secondly, be- 
cause I have these many years been an 
employer in a large way and payer of 
wages myself! 

“Your cheap payroll drove me out of 
town but it put into me the determina- 
tion that if ever I became an employer 
I would pay my help as much as I could 
instead of as little as I could.” 

An ominous silence had settled over 
the hall. The speaker had paused evi- 
dently in the expectation that someone 
might arise to question the accuracy of 
his statement or to resent the castiga- 
tion. But if anyone had such an inten- 
tion he put it aside. Brimfield in his 
mood looked like a formidable antagonist. 
The rancor of years over an old griev- 
ance had surged to the surface. If some- 
one wanted combat it was plain that he 
was that somebody’s man. 

The tension was broken when the 
Chairman said in an undertone, “Go on, 
Simeon, you’re doing fine!” 

Then there was a stirring in the au- 
dience. One man lighted a cigar, an- 
other a cigarette, but no one changed his 
seat or got up to go out. 


The Newspaper Influence 


RIMFIELD dismissed his anger and 
resumed in another tone. 

“You gentlemen who regularly read 
the big-city newspapers—and I take it 
most of you do—cannot fail to have 
noticed that the big city papers do not 
pay much attention to us, excepting 
when a Governor speaks here during a 
political campaign or something of that 
sort, though your particular rival to 
the north is constantly in the news, and 
what the people there think seems to be 
a matter of national interest. 

“We don’t have to look far for the 
reason. Again it is lack of vision and 
weak, thin, undernourished payrolls! 

“A newspaper ought to be a leader 
of thought. It should have character 
and intelligence enough to guide and re- 
flect public opinion. On the lives of 
those who read it day by day it cannot 
help being an influence for good or evil, 
but do your newspapers lead in thought 
or uplift? 

“There was a time when what the edi- 
tors—and what the people of Canter- 
bury—thought was considered to be 
worth while in the world out beyond the 
limits of your city. There was a time 
when the newspapers of this city were 
moral forces. As commercial enterprises 
they perhaps were not as successful then 
as they now are, but they were more use- 
ful to the people. Now, I should judge, 
they are very good investments but the 
- old journalistic spirit has passed away 
because you publishers think you can 
make more money without it. 

“But look at what the community has 
lost with the change! You have lost 
your position before the world, lost your 
place in the sun, and, as is always the 
case where there is lack of a high jour- 
nalistic purpose and intelligence, the city 
has a high tax rate—one of the highest 
in the United States! 


“Surely there are men here who are 
stockholders in publishing enterprises. 
I know what you are thinking; you want 
to make money. You can make money, 
and you should make money, but you also 
can render service and you should render 
service. A newspaper has a different 
place in the community and a different 
responsibility than the manufacturer of 
paper boxes or writing paper! 

“Let me illustrate what I mean by 
pointing to your churches. You have a 
number of fine churches in the business 
district. One of those, the Old First, 
is so constructed that without disturb- 
ing the present plan, half a dozen stores 
could be knocked into one side of it. 
These stores would rent well for shoe 
stores, hosiery shops, men’s furnishings 
stores, ice cream parlors, jewelry stores, 
etc. The congregation could get enough 
rent from them to pay the greater part, 
perhaps all, of the church’s expendi- 
tures. The Plymouth could build some 
one-story structures on one side of its 
lot, without covering up the beautiful 
stained glass windows, and the grand 
old Memorial Church is so situated that 
there is a peach of a place for a gaso- 
line station and auto supply store on the 
lawn between the main edifice and the 
chapel. 

“Supposing these three churches took 
advantage of their commercial oppor- 
tunities, and some old resident coming 
back, as I come back, should cry out 
against this commercialism! Couldn’t 
the commercial-minded trustees show 
him a financial statement that would 
squelch him? 


They Could Prove It By 
Figures 


asl oh would have figures to prove 
that their commercial enterprise 
was warranted while the old resident 
would have only words with which to 
prove that the loss in spirituality was 
greater than the gain in money. 

“Well, that is about the way I regard 
the loss of the old journalistic spirit and 
the gain in profits the publishers of this 
city are now enjoying. The publishers 
can see the profits but they cannot see 
the vision of a higher service than they 
are rendering.” 

“He’ll get roasted for that,” whis- 
pered a timid man behind his hand. 

“If they roast him for that I’ll stop 
my advertising,” retorted his neighbor. 
“T see our mutual friend, the publisher, 
over there so mad that he is white. If 
he wants to start something I know 
which side I’m on.” 

The publisher held his fire while Brim- 
field, with exasperating deliberation took 
a drink ‘of water and hitched up his 
sleeves a little bit as if he were going 
at a manual task. That was a habit he 
had acquired in the old factory days and 
he had never been able to overcome it. 

“My job here this evening,” he said 
on resuming, “was to hold up the mir- 
ror so that you might have a look at 
yourselves. There are other features of 
your community life I might discuss, 
but perhaps you have seen enough to 


prompt you to cut off your long beards, 
your flowing mustaches and to lay aside 
your Prince Albert coats for everyday 
wear.” 

“Go on!” said a voice in the middle of 
the house. “I’ve been waiting twenty 
years for this and I want the whole bill!” 

“No,” said the speaker, “I will not con- 
tinue on that side, but I will offer you 
just one suggestion to close with. 


A Wider Market Possible 


66 OU have a number of first class 

products that you are selling to a 
small market. They have good names 
and, properly managed, they can hold 
their own in the face of competition. 
These products should be advertised na- 
tionally, sold nationally, pushed ever- 
lastingly. Bring in the skill and the ex- 
perience to do it, and do it! Help each 
other to finance bigger and more ag- 
gressive campaigns. These campaigns 
should bring you back good profits, 
should furnish more employment and 
they will help to put you on the map in 
a national way.” 

It subsequently developed that several 
men were prompted to move that a vote 
of thanks be extended to the speaker 
but a second thought with each was that 
such a motion if made might precipitate 
trouble so the audience dispersed with- 
out that customary formality, some sul- 
len, some thoughtful, none particularly 
talkative. The little group that gathered 
around the speaker was composed of a 
few who recognized the value of the 
criticism as having possibilities for the 
improvement of the community spirit, 
and of others who introduced their re- 
marks to him—with, “and you might 
have told them—.” 

Three days later Brimfield, back in 
his metropolitan office, received a tele- 
gram from a committee of what a local 
newspaper designated as “alert young 
business men” reading: 

“Have formed Boosters Club for a bigger 
and better city STOP Request your permis- 
sion to call it the Brimfield Association 
STOP Will you address us on some date early 
next month?” 

“Take this,” 
stenographer: 


“No is the answer in each case. 
that tom-tom nonsense and go to work. 


said Brimfield to his 


Quit 


New Book 


THE MORRIS PLAN OF INDUS- 
TRIAL BANKING. By Peter W. 
Herzog. Published by A. W. Shaw 
Co., Chicago. 113 pages. Price $2.00. 


The book received the 1927 award of 
first prize under the Chicago Trust 
Company prizes for research relating 
the financing of business enterprises. 
It portrays the technique of industrial 
banking from the organization of the 
bank itself, down through the method of 
granting the loan, to the collection of 
delinquent accounts. 

Comments made on this particular 
system apply to other systems as well 
since fundamentally they are similar al- 
though they may vary widely in detail. 
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DAHLSTROM 
the 
outstanding 
name 
im 
hollow metal 


construction 


products... 


of such outstanding reputa- 

tion as to be the accepted 

standard of value for an industry — require more than mere factory facilities 

to produce. To known excellence of design, workmanship and material 

must be added the forward looking co-operation of a modern minded 
organization — that the finished product will reflect the 
modern spirit in the years to come. . .will never become 
antiquated. In the outstanding buildings of today, 
“Elevator Entrances, Swing Doors, Trim and Partitions by 
DahIistrom” mean added years of wear, attractiveness that 
is never outmoded, value... unequaled. Plates of recent 


Dahlstrom installations are available to those interested. 


“No building is more fireproof than its doors and trim.” DAHLSTROM 


In on Union Trust Building, Detroit, Michigan, DAH LSTROM METALLIC DOOR COM PANY 


the elevator entrances and metal swing doors are 413 BUFFALO STREET JAMESTOWN, N. Y. 
by Dahistrom. Architects: Smith, Hinchman & E 
stablished 1904 


Grylls, Detroit, Michigan, — Contractors: 
W. E. Wood & Company, Detroit, Michigan. New York Chicago Los Angeles Detroit Dallas 


When writing to advertisers please mention the American Bankers Association Journal 
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Everybody’s Business 


By W. J. DONALD 


Managing Director, American Management Association 


Bankers Urged to Adopt Policies General in Business World. 
Internal Bank Management Makes for Better Understanding of 
Commercial and Manufacturing Problems. Trend Toward Mer- 
gers Linked with Wide Expansion of Non-Commercial Banking. 


MERICAN business is making 
tremendous strides in business 
management. There is noth- 
ing doctrinnaire or “theoret- 

ical” about the American management 
movement. It is essentially experi- 
mental and in that sense scientific. The 
interest in management is enlisting the 
almost universal attention among manu- 
facturers, department stores and many 
other lines of business. The idea that 
a business man cannot learn from an- 
other line of business is rapidly dis- 
appearing. The methods of another 
line of business are, however, merely a 
working hypothesis on the basis of 
which another business may experiment. 

Banking, like manufacturing, has 
been going through a long stage and 
several eras of development. Everyone 
is familiar with the major eras of 
economic history—the hunting and fish- 
ing era, the grazing era, the agricul- 
tural era and the manufacturing era. 
What notably distinguishes the present 
economic organization from others in 
the past is the vast network of modern 
transportation by rail, by motor and by 
air and the remarkable facilities of com- 
munication and the speed with which 
goods are. moved ‘from producer to con- 
sumer and the speed with which ideas 
spread throughout all classes of the 
community and throughout the world. 
Also there is the speed with which the 
whole economic situation is changing 
and developing. 


Meeting the Change 


N manufacturing this is well recog- 

nized and the changes in economic 
organization to cope with it are fairly 
evident. They include among _ other 
things such factors as: 

The vast extent and scope of interna- 
tional trade. 

The development of large scale indus- 
try, not only large factories and man- 
ufacturing operations, but also large 
corporations with several or many estab- 
lishments. 

The extent to which scientific research 
and investigation are entering into the 
industrial process, not only research in 
the development of new products or the 
improvement of old products, but also 
research into business operations in the 
form of business forecasting, analysis 
of factory operations and improvement 
of factory technique. 


The extent to which business execu- 
tives exchange information, not only 
with other lines of business, but also 
with their competitors, through trade 
associations and other types of societies. 


The Merger Movement 


r. the banking world the same general 
sort of transition is taking place and 
it must if banking facilities are to be 
adequate for a changing business world. 
The merger movement in the banking 
world is becoming almost as conspicuous 
as the merger movement in manufac- 
turing and in wholesaling and retailing. 
Since the first of January there have 
been thirteen bank mergers in the New 
York area, one of them resulting in a 
$2,000,000,000 institution and there are 
many bankers and other business men 
who believe that the era of mergers has 
just begun. 

As a matter of fact, New York has 
not seen as large a _ percentage of 
mergers as other cities. This is due in 
part to the fact that branch banking 
obtains in New York State and, to a 
certain extent, large scale banking had 
developed along different lines than in 
other communities. 

What has actually happened in regard 
to mergers in the banking world of the 
United States will appear from a section 
of the Hoover Committee Study of re- 
cent economic changes, a study which 
was made by the National Bureau of 
Economic Research and which will 
appear in publication in the course of a 
couple of months. One of the sections 
of that study covers the question, “Is the 
Merger Movement General or Is_ it 
Peculiar to Particular Lines of Busi- 
ness?” and this study will include, 
among other lines of business, what has 
been going on in the way of mergers in 
the banking world since 1919. 

Why is this trend assuming such large 
proportions? Undoubtedly, this merger 
trend is being viewed with concern by 
the business public and by banking ex- 
ecutives in particular. This does not 
necessarily mean that the trend is being 
viewed with alarm, but executives are 
asking the question as to whether or 
not it is sound and whether it will con- 
tinue and, doubtless, many executives 
are viewing the whole movement from 
the point of view of the possible effect 
upon their own business connections and 
opportunities. 
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Serving All Types 


O begin with, it must be recognized 

that commercial banks are com- 
petitors not only of one another, but 
also with other financial agencies. In 
the last few years, the security market 
has been so favorable to stock issues 
that many industrial and commercial 
companies have seized on the situation 
as an opportunity to make themselves, 
comparatively speaking, more indepen- 
dent of commercial banking services. 
This has been done by issuing in some 
cases, bonds, but more usually, preferred 
stocks with conversion privileges and 
more recently, common stocks. This 
movement has gone so far that corporate 
funds have been available to an 
astonishing degree for the call loan 
market. 

Undoubtedly, this trend, which may 
or may not continue, has had a signifi- 
cant effect on commercial banking as 
such and no competent observer could 
fail to notice a trend toward the con- 
version of national banks into trust com- 
panies or state banks and the addition 
of other services to what was formerly 
primarily a commercial banking service. 
One of the important reasons for many 
bank mergers has been an opportunity 
to combine complementary services of 
separate banking institutions in the 
same community in order to place the 
combined banking institution in a posi- 
tion to serve all types of financial 
needs and to make it comparatively 
independent of the call for commercial 
banking services alone. This trend has 
gone so far that as one banker declared 
forcefully, “There is no longer any such 
thing as commercial banking per se, 
at least in the large centers.” 

Fundamentally, the banking public 
consists of two main classes, namely, the 
borrower and depositor and the stock- 
holder. To both of these, bank manage- 
ment is a matter of direct importance. 
As borrower and depositor, the indus- 
trial and commercial community has a 
primary interest in banking institutions 
and the services which they are able to 
perform. Manufacturing and commer- 
cial executives very generally accept the 
point of view that the methods and 
experience of another line of business 
have a meaning to them, whatever their 
line of activity. 


(Continued on page 1064) 
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United States Fidelity 
and Guaranty 
Company 


BALTIMORE : : : : MARYLAND 
R. HOWARD BLAND, President 


ANNOUNCES the organization of the 
- & Fidelity and Guaranty Fire Corpora- 


tion which is now writing fire and allied 
lines of insurance. The Company will do a 
nation-wide business. Its Home Office is in 
Baltimore. 


The high standard of service and prompt 
settlement of claims which have distinguished 
the United States Fidelity and Guaranty 


Company will be maintained by this new 
Company in its field of insurance. 


Over 8,000 Branches and Agencies in United States and Canada 


When writing to advertisers please mention the American Bankers Association Journal 
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The Mellon National Bank 


finds important advantages in 
National Posting Machines 


S one of the first banks to install National Posting Machines, 
Mellon National of Pittsburgh is well qualified to speak of the 
results secured. 


According to word received from the bank, the following are some 
salient advantages of the installation of these machines: 


Posting ledger card, passbook and journal sheet at window at same 
time without slowing up service. 


Sub-divided mechanical control built up in the machine. 


All records and information under lock and key, making a complete 
auditor’s check against all transactions. 


Numerous other advantages might be listed, but the above-mentioned 
alone have made these machines worth the investment to the Mellon 
National Bank. The experience of this bank is typical of that of hun- 
dreds of others using National Posting Machines. 


THE NATIONAL POSTING MACHINE 


Product of The National Cash Register Company, Dayton, Ohio 


When writing to advertisers please mention the American Bankers Association Journal 
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The Condition of Business 


Prosperity Prevails and Excellent Record of First Quarter 
Forecasts Another Good Year for Business and Industry. Only 
Complicating Factor of Importance Is Money Situation Which 
Is Still Uncertain Although Serious Condition Was Averted. 


EVELOPMENTS in the gen- 

eral business situation during 

the past month have been main- 

ly favorable, and fundamental 
conditions are sound. The volume of 
manufacturing in the major industries 
is running at high levels. Retail trade 
is active, and reports from different sec- 
tions of the country indicate that the 
movement of commodities into consump- 
tion is proceeding smoothly. Sustained 
employment in the industrial centers and 
the seasonal expansion in agricultural 
and other outdoor work has taken up 
the slack in the labor situation, but there 
is no labor shortage and strikes are 
conspicuous by their absence. Commod- 
ity prices have been featured by a sharp 
advance in the non-ferrous metals, but 
these have been offset by declines such 
as hides and sugar, so that the general 
level of prices shows no appreciable 
change. A condition of prosperity still 
prevails, and after the excellent record 
that has been made in the first quarter 
of this year there seems good grounds 
for expecting 1929 to be another good 
year. 

The single exception of any impor- 
tance to these numerous favorable fac- 
tors is the money situation. For the last 
year or more there has been an expan- 
sion in credit, principally on stock ex- 
change loans and on loans to individ- 
uals, secured by stocks, and the growth 
has been almost continuous, with few in- 
terruptions. Bankers have naturally re- 
garded this movement with increasing 
concern and have expressed themselves 
freely. The Federal Reserve banks have 
attempted to check the over-expansion 
by admonitions and by open-market op- 
erations in government securities and 
bankers’ acceptances, but were reluc- 
tant to force higher money rates except 
as a last resort, because of the inevi- 
table burden that it would impose on in- 
dustry and trade. 

In the face of these repeated warn- 
ings, the speculative public continued to 
bid up security prices. When the date 
approached for the April 1 quarterly 
transactions comprising record disburse- 
ments in dividends and interest, closely 
following the March 15 income tax pay- 
ments, and the usual seasonal demands 
for agricultural and commercial loans, a 
substantial portion of call funds was 
withdrawn from the money market and 
precipitated a crisis that was comparable 
only to the 1921 deflation and the 1907 
panic in this century. Prices on the ex- 
changes began what looked like a gen- 
eral collapse, and securities were dumped 
into the market for whatever they would 


bring by frightened holders and specu- 
lators whose margins were being wiped 
out. 


Emergency Money 


UESDAY, March 26 is a day that 

will be long remembered in Wall 
Street, with its hectic activity, break- 
down of ticker quotation facilities and 
all-pervading gloom. The charge for call 
loans soared to 20 per cent, a rate al- 
most unheard of by the younger gen- 
eration. Banks in New York City were 
not desirous of increasing their own call 
loans to replace the funds which corpo- 
rations and other lenders had withdrawn, 
for the New York banks have for months 
expressed their agreement -with the Fed- 
eral Reserve Board in its efforts to check 
further diversion of credit into specula- 
tive channels, and since the first of this 
year they have substantially decreased 
the amount of brokerage loans for their 
own account, despite the increasing 
temptation of abnormally high money 
rates. 

As an emergency and a temporary 
measure, however, a number of the large 
New York banks offered to supply a lim- 
ited amount of additional money, which 
served to avert fears of a credit panic. 
To fully understand the seriousness of 
such a condition as occurred, one must 
keep in mind that New York “call 
loans” may be “called” by the lender 
up to 12:15 o’clock and must be repaid 
by the borrower the afternoon of that 
same day. If a brokerage house has some 
of its loans called, it cannot take its 
convenience, as would be the case with 
“call loans” in some other cities, and if 
there is no new money to be had at 
any price the firm fails. There are no 
two ways about it. Considering the vast 
number of people who are now inter- 
ested in the stock market, and the im- 
periling effect that the failure of one 
large brokerage house would have on 
numerous other houses with which it 
had relations, it is obvious what a dan- 
ger would be created by a general col- 
lapse in security values, not alone on 
banking but on the various branches of 
industry and trade as well. 


Production Sets Record 


N contrast with this recent credit 

crisis, and the still greater difficulty 
in making future progress toward the 
liquidation of brokerage loans and the 
descent of stock prices, production has 
set a most creditable record in the quar- 
ter just completed. Steel mill opera- 
tions established a new high record for 
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February, and the March figures may 
show up still better. Demand for steel 
has come from a host of other impor- 
tant industries for which it is the raw 
material. Automobile production has 
been running at a rate which, if con- 
tinued, would mean over 6,000,000 pas- 
senger cars and trucks this year com- 
pared with 4,358,748 in 1928, the pre- 
vious record year. Buying by the rail- 
roads has been good, and freight-car 
and locomotive makers feel that 1929 
has brought a real turn from the lean 
business of recent years. Agricultural 
implement manufacturers report the best 
sales of farm machinery since the war. 
Makers of tools and industrial machin- 
ery are running at the highest rate of 
capacity since 1920, which augurs well 
for the future of numerous lines of busi- 
ness which purchase new machinery 
only when they have confidence in the 
outlook for some time to come. 

Building operations have declined 
somewhat this year as compared with 
1928, but are still higher than any other 
previous year. There are indications 
that the falling off that has occurred in 
new construction, principally the weakly 
financed, speculative residential build- 
ing in the larger cities, is offset in con- 
siderable degree by the large amount of 
alteration and renovation work that is 
going on. Activity in building materials 
has held up well, and shipments of struc- 
tural steel and lumber are actually heav- 
ier than at this time one year ago. 

The petroleum industry has had a pro- 
duction too large for its own good. 
Prices of crude oil and gasoline are un- 
satisfactory, despite the ever-increasing 
demand from the motoring public. Al- 
though leaders in the industry have been 
studying the problem for a long time, 
without apparently having made much 
progress, recent steps that have been 
taken toward a curtailment of produc- 
tion are very encouraging. The Ameri- 
can Petroleum Institute, which is rep- 
resentative of the industry in all parts 
of the country, has just agreed on a 
plan and hopes to make its control fully 
effective by July 1. A number of for- 
eign companies have pledged their co- 
operation. Because of the tremendous 
investment of capital in the petroleum 
industry, these efforts to correct the 
evils under which it has been operating 
will be watched with great interest. 


MONG the textiles, cotton consump- 
tion is running unusually large and 
mills look forward to the current year 
being much improved. Silk mills had a 
good Easter business and are now work- 
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ing on spring and summer numbers. Silk 
prices this year have not undergone the 
erratic fluctuation that is so common, 
but competition continues to be partic- 
ularly keen. It is easy to enter the silk 
manufacturing business even with a 
nominal capital, for machinery can be 
bought on long-term payments, raw silk 
can be had on ninety-day terms, and 
textile factors will advance two-thirds 
of the price of finished goods and cash 
the sales, a condition that keeps the in- 
dustry unsettled. Rayon is steadily in- 
creasing its production and has made 
remarkable strides in improving the 
quality of the fibre in recent years. The 
most important development in the 
woolen institute appears to be the 
“Golden Fleece Pageant” which was held 
recently in New York as an exhibition 
for the trade and general public of the 
new designs, light-weight fabrics and 
style creations through which it hopes 
to compete on an even basis with other 
textiles. 

A continuation of the rise in copper 
prices has brought quotations to twenty- 
four cents per pound at the present 
time, contrasting with fourteen cents one 
year ago. Last fall there began a tight- 
ening of the copper situation as a result 
of record consumption of the metal in 
this country and shipments abroad, com- 
bined with only moderate expansion in 
production, and the price since then has 
been moving upward with little inter- 
ruption. Whether or not present prices 
will hold is a question, and it is said 
that after the figure rose above twenty 
cents the volume of sales was only nom- 
inal, but earnings of copper companies 
for the first quarter of the year will be 
the best since the war. Costs to con- 
sumers. of course, will be increased cor- 
respondingly. The future course of con- 
ditions in this industry will furnish an 
interesting illustration of the degree in 
which some of the fundamental economic 
principles still work out, namely, whether 
the high price stimulates excessive new 
mining developments and eventual over- 
production, and whether consumers will 
be forced to develop substitutes that, 
once adopted, will mean a permanent dis- 
placement of copper in those cases. 

Lead has also been moving upward 
this year and from a price of less than 
five cents per pound has gone to nearly 
seven, under the stimulus of heavy 
demand and curtailed output. Zine 
joined in the movement after remaining 
at a stationary price for many months. 


Declines In Other Commodities 


N contrast to the rise in non-ferrous 
metal prices, there have been declines 
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the high prices. After that stage was 
reached, the price broke around the end 
of the year and the cycle ended in the 
usual way, similar to the crash in 1920- 
21 but on a smaller scale. One year 
ago heavy cattle hides were selling 
around 24 cents per pound, from which 
they have now declined to slightly over 
14 cents. Tanners look for some re- 
covery this year inasmuch as the shoe 
industry is having active business and 
the slaughter of cattle is not expected 
to be particularly heavy. 

Sugar prices are the lowest for four- 
teen years back. In this industry also, 
the problem of over-production has been 
a serious one whose effect was doubtless 
prolonged by the attempts at artificial 
control. Whenever a commodity is sub- 
normal in price due to over-production 
and an attempt is made to hold up the 
price by arbitrary restriction the usual 
result is to allow production in the non- 
restricted areas to be maintained or 
even increased at the expense of the 
areas which curtail. On the other 
hand, if the price be allowed to estab- 
lish itself at the natural level based on 
supply and demand it will promptly 
discourage operations by such producers 
as cannot turn out the product at the 
prevailing price and thus restore an 
equilibrium between production and con- 
sumption. If at some later date, perhaps 
when normal growth in population and 
consumer demand have increased require- 
ments, or when there has been some 
material change in conditions within the 
industry, and demand exceeds production, 
the price can be depended upon to ad- 
vance and this will promptly stimulate 
increased production and bring the 
higher-cost producers into _ profitable 
operation again. 

Aside from the price changes in the 
above commodities, the general run of 
prices so far this year has been fairly 
stable. This does not mean that there 
have not been substantial changes up- 
ward and downward, but they have not 
been wide enough in the important com- 
modity groups to have a major effect on 
the year’s earnings of individual com- 
panies. The general indexes for all 
commodities have shown only fractional 
monthly changes. 


Some Lessons from the Stock 


Market Crisis 


Fok some time the banking situation 
has been undergoing a fundamental 
change, which became accelerated last 
year particularly, in the direction of 
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transferring the ownership of the coun- 
try’s important business establishments 
from private to public hands, and the 
financing of business organizations 
through. stocks and bonds sold in the 
investment market instead of through 
commercial bank loans. 

The huge amount of the loan account 
secured by collateral that has been built 
up is generally agreed to be entirely 
safe, with generous margins, yet it must 
be recognized that these loans are not 
self-liquidating as are the commercial! 
discounts. The recent break in the 
stock markets which might have de- 
veloped into a panic but for the prompt 
emergency measures taken, is replete 
with lessons for bankers who have been 
supplying the credit for this large-scale 
stock trading. It has set bankers in 
different sections of the country to 
thinking of some new points, and it has 
raised questions so broad and so rapidly 
changing that a definite answer is im- 
possible, but which should be referred 
to at least in a brief and informal way. 

As to margin requirements, the for- 
mer 20 per cent is no longer regarded 
as so ample, when prices of some issues 
have been seen to drop 20 points or 
more in a single day. The need of 
diversification in securities underlying 
loans is more important than ever be- 
fore. It would be desirable to have 
more railroad and public utility stocks 
in relation to industrials, for the rails 
and utilities, generally speaking, have 
not had such a large advance and their 
market price is more closely correspond- 
ing with tangible asset value. The re- 
lation of selling price to earnings is a 
point that might well be examined by 
the banker as well as the shareholder, 
for earnings will ultimately determine 
selling price, and stocks which a few 
years ago sold at ten times earnings and 
now sell at thirty times earnings should 
be scrutinized closely. If there should 
be a general selling movement in a par- 
ticular stock, it is earnings alone that 
could be depended upon to eventually 
bring in support, and if the support 
would be attracted at a basis of ten 
times earnings instead of thirty, the 
price could drop to one-third of its 
former quotation! 

A lesson from this last market break, 
and others as well, is that securities of 
companies that have only recently been 
sold to the public may have a “thin” 
market, and the quoted bid and asked 
prices may apply for small transactions 
but would not hold if a substantial block 

(Continued on page 1068) 


Major Financing in March (See page 1070) 
Rate 


in numerous other commodities, the most 
noteworthy of which are hides and 
sugar. The hide market during 1927 
and 1928 had an almost continuous ad- 
vance up to the point where it not only 
increased the cost of leather sufficiently 
to cause a falling off in demand, and 
stimulated the use of leather substitutes, 
such as rubber heels and artificial leather 
upholstery materials, but also set up a 
movement of hides to this country from 
every part of the world, attracted by 


Due 
1959 
1969 
1954 
1944 
1979 
1957 
1949 
1959 
1962 
1930-69 
1939 
1959 
1968 
1959 
1935-54 


Amount 

$50,000,000 
50,000,000 
35,000,000 
30,000,000 
20,000,000 
15,000,000 
15,000,000 
10,000,000 
10,000,000 
9,250,000 
7,000,000 
6,500,000 
6,000,000 
6,000,000 
5,000,000 


Issue 
Kreuger & Toll Co., Germany, deb 
Cities Service Co. deb 
Eastern Utilities Invest. Corp. deb 
Inter. Hydro-Elec. System, deb 
Texas & Pacific Rwy. Co. gen. C 
Bell Telephone Co., Canada, 1st B 
John Wanamaker, Philadelphia, Ist...... 
Power Corp., Canada, conv. deb. B 
Republic of Chile ext. s. f 
City of Newark, N. J 
Warner-Quinlan Co. conv, deb 
Schulte-United Properties, Inc. deb 
Shawinigan Water & Power Co. ist B.... 
Great Britain & Canada Invest. Corp. deb. 
State of West Virginia 


f Price Yield 
5 98 5.125 

4 5 97% 5.13 
5 98 5.12 

: 6 100 6.00 
5 99% 5.00 

5 100 5.00 

5% 101% 5.40 

100 4.50 

6 93% 6.48 

4% 4.40 

6 98% 6.20 

5% 100 5.50 

416 93 4.90 

100 4.50 

4% xa 4.35 
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~An Open Letter 


to every Banker in the Countr 


MAIL THIS COUPON NOW 


STANDARD STATISTICS CO., Inc By12 


2 
e rvi e 200 Varick Street, New York 


STANDARD SERVICES 
) Published and Distributed by i Please send me your service on FREE trial, i 


and show me how to use it to find the most 


| STANDARD STATISTICS COQ., Inc. 
attractively priced bonds on the market. 
The Largest Statistical Organization in the World j ine a j 


200 Varick Street, New York Bank 


Street 


REMOVE THE DOUBT 
When writing to advertisers please mention the American Bankers Association Journal 
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protects 
the vault 


A hammering, drilling or 
other noise on the surface of 
the vault—immediately the 
sensitive sound detectors, in- 
stalled on the ceiling of the 
vault, are actuated and cause 
an alarm to be sounded by 
the A.D. T. Vault Alarm. 
There’s no chance of failure— 
A. D. T. Phonetalarm is posi- 
tive and prompt in its action. 


An Underwriters’ Approved 
Grade “A” System. Furn- 
ished for local operation or 
may be operated through one 
of 115 A. D. T. Central 
Stations, located throughout 
the country. 


Let us send you descriptive 
illustrated literature. 


Controlled Companies of 


American District Telegraph Co. 
183 Varick St., New York, N. Y. 


This shows how the sensi- 
tive sound detector is in- 
stalled on the ceiling of the 
It is equally suitable 
for new or existing vaults. 


wer 


This attractive housing, 


contains the alarm mechanism. 


Demand for Cash 


(Continued from page 996) 


bursements. If they find that they have 
more cash than they need to carry them 
to the next payday, they generally 
deposit it in a bank either in a current 
or in a savings account. Thus cash 
above the actually required minimum 
promptly finds its way into the banks. 

The banks, in turn, do not keep any 
more cash in their vaults than experi- 
ence or law prescribes as necessary for 
their daily use. When they have more 
than that, they are inclined to find a 
way to dispose of it because it brings 
them no return and, on the contrary, 
costs them some vault space and in- 
creases the danger of burglaries. If the 
bank is a member of the Federal Re- 
serve System, it takes the money to the 
Federal Reserve bank; if it is a non- 
member bank, it is likely to send it to its 
city correspondent, which in turn will 
deposit it with a reserve bank. Money 
that is not required for actual use, there- 
fore, immediately returns to the Federal 
Reserve banks. 

On the other hand, whenever addi- 
tional money is required, the public de- 
mands it from its own banks and these 
banks, not having any excess amount, 
obtain it either directly or indirectly 
from the reserve banks by borrowing 
from these banks. When there is an in- 
crease in the demand for currency, there- 
fore, the volume of reserve bank credit 
increases, and when there is a decrease 
in the demand for currency, reserve bank 
credit decreases. It is for this reason 
that there is a big increase in reserve 
bank credit in December, when the pub- 
lic wants cash to buy Christmas pres- 
ents. Minor peaks in the currency de- 
mand occur around holidays, like the 
Fourth of July and Labor Day, when 
people are in need of cash for travel. 


Money Rates Influenced 


CLOSER look at the credit chart 
shows that, while the seasonal 
changes in reserve bank credit and in 
money in circulation coincide fairly close- 
ly, there are nevertheless decided differ- 
ences in the behavior of the two curves, 
especially in certain years. In 1922-23, 
for instance, when currency was increas- 
ing rapidly, there was no corresponding 
increase in reserve bank credit. This 
was due to. the fact that during this 
period there were large imports of gold, 
which came to the member banks and 
were exchanged for currency at the re- 
serve banks without causing the member 
banks to increase their borrowings. On 
the other hand, in 1928 there was a 
large growth in reserve bank credit 
without an increase in money in circu- 
lation. In this case also the principal 
reason was to be found in gold move- 
ments. The growth in reserve bank 
credit during that year was not due to 
a growth in currency, which, as has al- 
ready been stated, was tending down- 
ward during the year, but to gold ex- 
ports which caused member banks to 
borrow from the reserve banks. 
The importance of changes in the de- 


A.D.T. PHONETALARM 
: | 
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mand for money in circulation in our 
banking and currency system, therefore, 
lies in the fact that an increase in the 
demand for money in circulation results 
in a corresponding increase in the de- 
mand for reserve bank credit. If people 
want more cash in their pockets or mer- 
chants require more till money, this has 
the same effect on the credit situation 
as a corresponding export of gold, and 
when it comes to a demand for reserve 
bank credit $150,000,000 is a consider- 
able amount, because it can serve as the 
basis of member bank credit several 
times as large in volume. If member 
banks have to borrow that much from 
the reserve banks, it makes them less 
willing to lend to their customers and is 
reflected in firmer money rates. On the 
other hand, when the member banks are 
enabled to reduce their indebtedness at 
the reserve banks through a return flow 
of currency from circulation, that tends 
to ease the situation in the money 
market. 

During the past two years the decline 
of $150,000,000 of currency in circula- 
tion has come at a time when the de- 
mand for reserve bank credit was in- 
creasing rapidly, both because of exports 
of gold and because of increased reserve 
requirements of member banks. The 
return flow of currency during this 
period has been a factor offsetting these 
tendencies, and if it had not been for 
the return flow of currency, member 
banks would now be more deeply in 
debt to the Federal Reserve banks and 
money rates would be even higher than 
they are at present. 


HE elastic character of our currency 

system rests on the relationship be- 
tween the Federal Reserve banks and 
the member banks. A demand for 
money is immediately felt at the reserve 
banks and is met by these banks general- 
ly by discounting paper for their mem- 
bers. An excess of currency in circula- 
tion is also immediately reflected at the 
reserve banks and results in a decrease 
of their discounts for members. 

The reserve banks, therefore, act as 
absorbers of the excess currency and 
as sources of supply of additional cur- 
rency required. The mechanism of 
absorption and supply is such as to 
render the currency extremely sensitive 
to changes in the public’s demand and, 
hence, is in the highest degree elastic. 
The elasticity of the currency is not con- 
fined to any particular form of money, 
but arises from the structure of our 
banking system, and is imparted to all 
kinds of money, be it Federal Reserve 
notes, gold certificates, national bank 
notes, silver certificates, or subsidiary 
silver. 

Elasticity of our currency system 
rests not on the nature of the collateral 
back of our currency or the special pro- 
visions as to reserves and redemption 
for the different kinds of currency, but 
on the prompt absorption of excess cur- 
rency by the reserve banks and the 
equally prompt paying out by these 
banks of additional currency when the 
public is in need of more cash. 


AYLOR,EWART & COMP. 


INCORPORAT®O 


Investment Securities 


ENGINEER 


INVESTMENT BA 


ATTORN EY 


ACCOUNTANT 


Ze 


THE COLLECTIVE JUDGMENT 


of a Group of Specialists 


Behind every security offered by Taylor, 
Ewart & Company, is the collective 
judgment of a group of experts. 
Lawyers, economists, engineers, ac- 
countants, and financial specialists all 
have a part in determining our atti- 
tude toward any investment issue. 


Their specialized knowledge, fortified 
by timely, accurate information ob- 
tained through trained observers in 
our own offices, is available to our 
customers in the solution of invest- 
ment problems. 


Whether you are an individual investor, 
or the representative of a bank, corpor- 
ation, or other organization, we invite 
you to make use of these facilities. 


A NATIONAL INVESTMENT ORGANIZATION 


Maintaining offices in the following cities 


BOSTON 


MINNEAPOLIS 


CHICAGO NEW YORK 


PHILADELPHIA KANSAS CITY ST. LOUIS 


NEW ORLEANS HOUSTON 


MILWAUKEE 


SAN FRANCISCO 
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The 
STATEMENT 


of the average Reserve City bank 
is not prepared especially for the 
information of any particular 
group of clients. Comptroller of 
the Currency, shareholder, and 
depositor alike, each must read 
into the figures something of 
peculiar interest from his own 
viewpoint. 


We believe the following exhibit 
will be accepted as convincing 
evidence of the strength of this 
institution and its ability to care 
for the needs of its correspondents. 


On March 5, 1929, the date this adver- 
tisement was written, we had: 


Bills Payable with Federal 
Reserve Bank « $11,500,000 


Loans to correspondent banks 21,000,000 


Commercial paper eligible for 
rediscount and Government 
securities owned .. . . 61,000,000 


Loans on call in New York. . None 


-.. LHE... 


PHILADELPHIA 
NATIONAL BANK 


INCORPORATED 1803 


PHILADELPHIA, PA. 
Capital and Surplus .... . . $50,000,000 


Country Bank Paper 
(Continued from page 1000) 


When the offerings arrive in 
morning through the mail or )}y 
messenger they are immediately dis- 
patched to the discount and credit | 
partment. The notes are examined to 
see that they are regular in every way, 
that is, that they do not show some al- 
teration like change of date or maturity 
and are good negotiable notes. The notes 
are detached and held in the discount 
department and the offering sheets sent 
to the credit department, together with 
any attached statements which came 
with the offering. The head of the 
credit department examines what we 
may call his card wheel to see if the 
names on the offering are to be found 
there. When he finds such names on 
the white card he places his initials on 
the offering sheet indicating that the 
statement has already been examined 
and passed. If he finds the name on 
the blue card he places his initials 
against that name on the offering sheet 
indicating that the statement has been 
examined and it has not been found suf- 
ficiently satisfactory for credit. If he 
finds that the name is on a red card, 
which means that the statement for 
credit has been analyzed and found in 
an indeterminate position, he goes to the 
file and takes out the analysis of that 
name and attaches it to the offering 
sheet. New statements that have been 
received with the offering are immediate- 
ly analyzed on our card form and are 
also attached to the offering sheet. 

While theoretically the statement of 
the farmer should be treated exactly 
like the statement of any other business 
concern, as a practical matter it is im- 
possible to treat it in this way. A great 
many farmers’ statements do not show 
anything like a satisfactory ratio of 
quick to current liabilities and in grant- 
ing credit other factors have to be taken 
into consideration, such as amount of 
land owned, the value per acre at which 
carried, and the amount of the mortgage 
on it. A somewhat different method of 
credit analysis must be observed if the 
country bank lending to the average 
farmer is to be able to rediscount its 
note with the Federal Reserve bank. In 
fact, as a rule, a farmer’s statement 
comes under the category, according to 
our method, of the red card. That is, 
the statement must be examined anew 
with every offering to see that the 
amount borrowed is not out of line, say, 
with the number of acres under cultiva- 
tion or in any other way. 

When the discount committee meets 
and the offerings are presented to it, 
all those initialed as being on the white 
card are passed with the reading, as 
are those declined when initialed as 
being on the blue card. It is those 
names that are on red cards that have 
to be given consideration. The farmer, 
who is usually a local borrower, seldom 
can be placed in any position except the 
indeterminate one evidenced by the red 
card, and the consequence is that we 
do not attempt to put the names of 
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farmers in our card wheel, but with 
every offering of a farmer his credit 
statement is presented to the discount 
committee. The work of this committee 
when the offering is before it is on those 
names accompanied by credit statements. 
This means that each statement must 
be considered in connection with the 
proposed borrowing, and so it is easily 
seen that the big offering of, say, a 
million dollars, made up of large notes 
of well-known business houses, can fre- 
quently be passed with the reading, 
while a $10,000 offering of the smaller 
bank, made up of a great number of 
notes, all practically of farmers, may 
take up a good deal of the time of the 
committee. 


Assistance to the Small Bank 


T is essential that the small note be 
I given the most careful consideration, 
for it is the purpose of the Federal Re- 
serve bank to be fair and of real assist- 
ance. If such a note is not taken, we 
consider it necessary to write the bank 
fully telling the reasons, and we believe 
that we can be of more assistance to 
the smaller bank in this regard than to 
the larger. The city institutions have 
highly trained credit men, but the coun- 
try institutions are not so accustomed to 
credit analysis and sometimes appre- 
ciate suggestions which may enable them 
to help their customers get their affairs 
in better shape for credit purposes. In 
fact, if the customer is attempting to 
do too much, a word of caution from the 
country bank to keep him within bounds 
may save him. Loss through over- 
expansion or unwise expenditure is just 
as serious to a man who owns ten acres 
and a mule as it is to the million dollar 
corporation. Such a loss may differ in 
amount, but not in its impact upon the 
man. 

When the offerings have been passed 
by the discount committee the proceeds 
are credited to the respective banks. The 
day’s offerings are always passed on the 
day they are received, but if for any 
reason a member bank requires quick 
action, it can always get it by indicating 
its desire. When necessity demands, the 
Federal Reserve bank can pass on an 
offering in less than an hour from the 
time of its receipt and put the proceeds 
at the disposal of the bank. 

In fact, all banks, large and small, 
are treated on the same basis by the 
Federal Reserve bank at all times and 
in the exercise of the rediscount func- 
tion derive equal benefit so far as the 
proceeds of the rediscount are concerned, 
but, due to the necessity of the case, 
it seems to me that the country bank 
gets a greater service. As explained 
in the foregoing, as a rule, it takes 
more time to pass on the country bank 
offering than on the city bank offering. 


The railroads received last year an 
average of 1.081 cents for moving a ton 
of freight one mile. This represents a 
decrease of 15.2 per cent below 1921, the 
year of highest post-war averages. 
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the cashier explained. 


(The bank was forced to close.) 


Another news-story of tragedy 
.. . tragedy for the guilty 
men, and for the bank that 
employed and trusted them. 


ND another proof of the tendency to underestimate 
F \ possible dishonesty, and to under-insure against it. 


There is no hard and fast rule for determining the 
amount of protection a particular bank should carry. 
But experience indicates that the smaller the bank, 
the larger the amount of protection it should carry in 


proportion to the cash, bonds and other securities it 


keeps on hand. For in small banks it is even easier for 


employees to steal than in large ones. And a loss that 
might not affect the stability ofa large bank might, as 


in the above case, wreck a smaller institution. 


No better means of avoiding the danger of under- 


insurance has ever been devised than the Bankers 
Blanket Bond. Under this bond it is not necessary for 
the bank to designate which of its employees are to be 


covered, nor to specify the amount that shall apply to 
each. And: in the event of loss, the entire amount of 


the bond is available to cover it. 


Ask the local F & D representative to tell you the rest 
of the interesting advantages ef a Bankers Blanket 
Bond. Or, if you prefer, write us... the sooner the 


better, for your own sake. 


FIDELITY AND DEPOSIT 
COMPANY OF MARYLAND 
Baltimore 


Fidelity and Insurance Bonds— Burglary and Plate Glass Insurance 


Representatives Everywhere 


An American company providing the best possible protection for American banks 
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For The Bank 
That Never Stops Growing 


Dangers of Forcible Access 


STOPPED! 


That same protection built into massive vault doors is also available to your 
safe deposit boxes. That same ingenious locking mechanism protects each 
box. Vigilance falters, vaults yield to explosive force, yet each Four-Lock- 
Door Safe Deposit Box renders every method of forcible access futile. 
Hundreds of banking institutions advertise and gain prestige and prefer- 
ence by adopting this, “the Safety Standard of the World.” 


Immediate Income 
From Investment 


Four-Lock Door Safe Deposit Boxes are installed 
on the Unit Principle. Fill any part or every 
inch of vault space. Foremost banks now equip 
vaults as rentals progress, making a greater net 
profit per dollar invested. The huge investment 
of a completely equipped vault takes years to pay 
out. Sectional equipment pays its cost as units are 


needed. 


LOCK NO.4 


Before you build, alter or enlarge your vault, write 
for complete details on the only Safe Deposit 
boxes listed as “Standard Burglary” by the Un- 
derwriters’ Laboratories. There is no obligation— 
write for the “Invincible Safe Deposit Box Book.” 


Invincible Metal Furniture Co. 


“Operates Like A Vault Door” Builders of Steel Bank and Office Equipment 
SAFE DEPOSIT BOXES 836 Franklin Street Manitowoc, Wisconsin 
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Danger Signals 
(Continued from page 1004) 


Board’s abstract of call reports for 
September 28, 1925, were analyzed. The 
analysis showed the following ratios: 

For New York—7 1/7 to 1; for the sixty- 
two Reserve cities the same. 

For all member banks in the Eighth Dis 
trict—6% to 1; for all member banks 
in the United States the same; and 
for all country banks in the United 
States 6% to 1. 

Therefore, the St. Louis Reserve Bank 
concluded that a member bank in its dis- 
trict, to be on a satisfactory basis, 
should have a ratio of at least 6 to 1. 
This would seem to afford ample capi- 
talization, as well as to enable the bank 
to make money. In the large cities the 
bank felt that the ratios should be a 
little higher than in the country, be- 
cause of the lower earning rate and 
greater overhead of the urban institu- 
tions. 

As in the case of other statistical in- 
dices the St. Louis Reserve Bank be- 
lieves that it may be necessary to vary 
the standard ratios as conditions over a 
long period. For instance, the present 
suggested ratio of deposits to capital, 
surplus and undivided profits is much 
greater than actually existed fifty years 
ago. 

These danger points devised by the 
St. Louis bank are not regarded as hard 
and fast limits beyond which there is 
no alternative but failure. But when all 
of these ratios are interpreted together, 
in the light of local conditions, they aid 
materially in rating the banks and in 
revealing the ones which are most in 
need of correction. 


Require a Close Watch 


CHRONOLOGICAL card record of 
these ratios as they exist in all of 
its members is kept by the St. Louis 
Reserve Bank. Thus it is known to what 
extent each bank is without or beyond 
the danger points. When it is observed 
that a member bank is developing wrong 
tendencies as indicated by the amounts 
and trends of the ratios, the usual pro- 
cedure is to have the directors or chief 
officers of the delinquent bank come in 
for a conference, in the course of which 
they are shown the complete record. 

This procedure, Mr. Edens found, has 
had striking effects in obtaining correc- 
tions in such banks before it became too 
late. The impression created upon the 
country banker is enhanced if he is in 
the position of seeking additional credit 
from the reserve bank. 

Certain refinements in the calculation 
of the ratios naturally suggest them- 
selves, the report points out. Separate 
standards might well be developed for 
banks located in areas of distinct eco- 
nomic development as the corn belt, 
the cotton belt, or a metropolitan area. 
There might be a distinction made for 
the varying sizes of banks. It might be 
desirable in some cases to prepare meas- 
ures for two contrasting seasons of the 
year. Of course, these standards re- 
quire that a close watch be kept to see 
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that changing business conditions do not 
render them too far out of date. 

Statistical, operations involved in the 
maintenance of these ratios are lengthy 
and costly. But the Federal Reserve 
Bank of St. Louis has made an excellent 
beginning and with most gratifying re- 
sults. 

This is the third of a series of ar- 
ticles based upon Mr. Edens’ report. 


Farm Problems 
(Continued from page 982) 


should absorb increasing quantities of 
western fruit. 


Can Compete Successfully 


OMPETITION furnishes the prin- 
C cipal problem; it is keen and indica- 
tions are that it will increase. Fruit 
production in Northwestern Europe 
(principally apples, pears, and plums) 
for the next few years will probably not 
compete with American fruits more 
briskly than at present, because fruit 
industries in these countries are not of 
the specialized type found in our coun- 
try and in most cases little attention is 
paid to such important matters as uni- 
form quality and packing. But the 
British government is encouraging im- 
proved packing and grading of domestic 
fruit and this may eventually place the 
competition from English fruit on a 
much stronger basis. 

Competition from the long-established 
fruit industries of Southern Europe and 
the Mediterranean Basin will undoubted- 
ly continue to be strong but largely, as 
at present, on a volume rather than a 
quality basis. These fruits include 
Czechoslovakian apples, Spanish oranges 
and raisins, Yugoslavian prunes, Greek 
currants, and Turkish raisins. 

Foreign studies conducted in consider- 
able detail by the government lead to 
the conclusion that the most important 
future competitors of the United States 
will be found in the newer fruit-pro- 
ducing areas, notably in the Southern 
Hemisphere. In Australia, South Africa, 
and New Zealand where conditions of 
climate and soil are similar to those 
found in our western states, tremendous 
strides have been made in fruit produc- 
tion and there is every indication that 
production will continue to increase. 

Government experts believe that many 
American fruits have a distinct advan- 
tage in meeting this competition because 
of the reputation gained by some areas 
and cooperative shipping associations 
for uniformly high quality. Many trade 
marks are almost as well and favorably 
known in our leading foreign markets 
as they are in this country. Our future 
success in foreign markets will depend 
largely upon developing this reputation. 
We cannot expect to compete on a strict- 
ly price basis with many of the fruits 
of Southern Europe and the Mediterran- 
ean Basin which have the advantage of 
proximity of markets and probably in 
some cases lower cost of production. But 
the reputation that many of our fruits 
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Where 


Quality 


is the first consideration 


MILWAUKEE 
CHAIRS 


| directors’ rooms of built-to-order elegance— 
for officials’ quarters of distinction — for gen- 
eral offices of refinement — for whatever the purpose 
or whatever the requirement there are Milwaukee 
chairs to meet the need correctly and in perfect 
harmony with the surroundings. 


Milwaukee Chairs are recognized by officials of 
prominent banks and big business institutions as 
the standard of beauty and utility—clear evidence 
of the leadership of these famous chairs whenever 
and wherever quality is the first consideration. 


Photographs of chairs suitable for your particular 
requirements will be gladly submitted. Write to the 
Milwaukee Chair Co., 666 Lake Shore Drive, Chicago. 


MILWAUKEE 
CHAIRS 
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MEMORANDUM FROM Bank 


TO 


Industrial clients 


Please read the Bush Distribution Service 
advertisement reproduced here from Distri- 
bution Economy for March, Forbes and Tine 
for April lst, and the April issues of 
Forum, Harpers, Magazine of Business, 
Review of Reviews, and World's Work. 


This service offers you possibilities of 
profits in the world's greatest single 
market, which is not so difficult as you 
may have supposed. 


IF you can distribute 


Istribution Service 
€ right— 


you can distribyt 


“TD 
Istributj 

on 
will tell Perfected 


have already gained abroad gives sound 
reason for believing that they can com- 
pete successfully on a quality basis. 


Immigrant Dollars 
(Continued from page 978) 


trough of its greatest depression. The 
depreciation of currencies in Germany, 
Italy, Poland, Russia and other countries 
to which the heaviest remittances usua!ly 
have been made threw millions of the 
poorer classes of their populations into 
the direst want and it was but natural 
that their relatives on this side of the 
Atlantic should respond to their need. 
Then, too, with the exchange value of 
European currencies so low American 
currency extended relief to many times 
its normal value and many times the sac- 
rifice it entailed on the part of the alien 
in this country. There was also an 
abundance of opportunities offered aliens 
in this country to purchase property or 
make investments in the homeland at 
unheard of prices in gold. 

However, as distress in Europe grad- 
ually became less and as values grad- 
ually were adjusted to the depreciated 
currencies this extraordinary demand for 
such remittances from the United States 
disappeared. The old folks at home in 
the course of time found ways of mak- 
ing a living, the buying power of Euro- 
pean currencies was more or less per- 
fectly adjusted to their international 
value and from a remittance standpoint 
matters became normal. Undoubtedly 
the principal cause for the decrease in 
remittances lies in the fact that there 
has been a great decrease in immigration 
as a result of restrictive laws in the 
United States and these same laws, by 
favoring the immigration of entire fam- 
ilies rather than the temporary passing 
back and forth of the wage-earners only, 
has removed one of the principal reasons 
for remittances. 

There are something like 15,000,000 
aliens in the United States of immigrant 
status, probably 5,000,000 of whom are 
wage-earners. It is probable that this 
number in each case will remain more 
or less stationary for some time and 
while the occasion for remittances in the 
case of most of them is less strong than 
in previous years the increased earning 
power of most of them will probably off- 
set any probable decrease in remittances 
on this account. For this and other rea- 
sons it seems likely that for some time 
at least the volume of remittances from 
immigrants in this country to their home- 
lands will remain in something like the 
present volume. 


Influenced Banking 


MMIGRANT remittances from _ the 
United States have had a far greater 
influence upon American banking than 
might at first appear. While the remit- 
tance of an average of something like 
$400,000,000 per year for the last ten 
years is not a great portion of the 
$9,000,000,000 total of the credit and 
debit of our annual balance of interna- 
tional payments, it is, next to tourist ex- 
penditures and the annual income from 


Enough ales ? Enough profits? 
Metropolitan will help 
your product there Promptly, €conomically, with Satisfactory Service, 
Because New York is a huge, compact market it presents extra 
difficulties jn Moving goods, One difficulry is the immense Popula- 
tion and its hurry and Tush in Congested streets that are flanked by 
towering Offices, Mammoth eMPoriums and enormous apartment 
houses and filled with automobile traffic. The other difficuley is the 
€xpense of floor Space which makes the costs of local stock rooms ex- 
C€sSive. 
But with Bush Jo 
I these difficulties vanish. Bush Service has Warehouses on tracks and 
at pierside where Cargoes and unbroken Car-lor shipments come 
rect. Bush Service has lofts for manufacturing With Power, light and 
labor at advantageous fates. Bush Service has Space for y arehous- 
ing—you Pay for what YOU actually use. And above and beyond all 
this, Bush Service has delivery facilities, inventory and stock systems 
Planned and executed by €xperts, 
Write for booklet 
This Bush booklet : essential Standardized Practice 
and what it has accomplished for Many concerns Operating in New 
York City. Ask for 4 COPY on your business letterhead. If you will 
add a brief Outline of your particular Problems, we will tell you how een 
Wwe can make Specific adaptations of Bush Service for you, for your 
Sales, and for Your profits in Metropolitan New York. 
BUSH TERMINAL COMPANy 
I0o Broad Street, New York, N. Y. 
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American investments in other countries, 
the largest cash item on either side of 
the ledger in our international pay- 
ments. Moreover, from its very nature, 
it enters very intimately into the life of 
communities scattered all over the 
country. 

The heaviest remittances as a matter 
of course come from various particular 
localities in which large numbers of 
aliens have settled, but many such remit- 
tances come from every part of the 
United States. New York with its “little 
Italy” and “little Poland” and other alien 
districts; the steel mill centers in Penn- 
sylvania, Ohio and about Chicago; the 
coal mining centers of Pennsylvania and 
the West; the textile centers of New 
England—all these larger communities 
of aliens have long been the _ special 
sources of the heaviest payments. The 
result has been that even so long as 
thirty-five or forty years ago banks 
were established in such centers, very 
often by members of the alien communi- 
ties themselves, to obtain this remittance 
business while even in the past two or 
three years branches of foreign banks 
have been established in such communi- 
ties in this country for the same purpose. 

In earlier days these banks were often 
started in connection with steamship 
agencies or steamship agencies were es- 
tablished in connection with the banks. 
It was a very thrifty combination; it 
brought immigrants over, it carried them 
back and it cared for their money com- 
ing, going and while it was being earned. 
In many cases such banks became the 
“little father” of their alien patrons, 
acting as guide, counsellor and friend, 
and only too often some of them were 
used by unscrupulous alien leaders to 
fleece their ignorant and unwary coun- 
trymen. 

Some of the most thriving banking in- 
stitutions in the United States were orig- 
inally founded on the basis of this immi- 
grant remittance business and on the 
opportunities for profit in other lines 
which the association with immigrant 
clients entailed. There are banks in 
various parts of the country which still 
depend in large part, directly or indi- 
rectly, upon this same business. In a 
general way, however, this business is 
changing. The small alien-American 
bank is giving way to the larger institu- 
tions which in many cases make a spe- 
cialty of international exchange in small 
amounts and as the number of new im- 
migrants decreases and the remitting 
aliens are becoming more and more 
Americanized the immigrant remittance 
business is being merged into more gen- 
eral business typical of the widened out- 
look and increasing knowledge of the 
more restricted, but better class of alien 
immigrant. 


Postal Savings 

Postal-savings funds were held at the 
close of the year by 3851 banks, of which 
2732 were national banks; 464 state 
banks, members of the Federal Reserve 
System; 653 state banks, non-members; 
and two organized private banks under 
state supervision. 


The First National Bank & Trust Company, Port Chester, N. Y. 


FEATURED safe deposit 

department including 
vaults for trunk storage and re- 
frigerated fur storage is located 
in the basement. This permits 
assigning the entire first floor 
for more active banking depart- 


ments. 


UFFINGER, FOSTER & BOOKWALTER 


ARCHITECTS 
BANK EQUIPMENT AND VAULT ENGINEERS 
221 WEST 57th STREET 
NEW YORK 
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MOORE’S {2°55 SYSTEMS 


Keep your records 


easier with a 


MOORE BINDER- 


OU can now keep all your records in 
an easy, simple, compact manner if 
you use a Moore’s Security 4-Post 
Binder. For this binderis DIFFERENT. 
It enables you to remove or insert 
sheets in a moment. It is low in cost— 
long in life. It operates more simply 
than any other binder on the market. 
Here’s how simply Moore’s Binders 
operate. Fust four quick movements and 
the record is complete. 


This is why over 300,000 concerns are 
using Moore’s Binders. They recognized 
the need for more efficient record-keep- 
ing. Moore’s Binders fulfilled that require- 
ment and are now standard equipment. 


You too can increase the efficiency of 
your own organization by adopting 
Moore’s Methods. Write us today. Tell 
us your problems. We will be glad tohelp. 
Or use the coupon below. No obligation 
will be entailed by either action. 


140-Page Book of life-size 
Bookkeeping forms, com- 
pletely filled in to illustrate 
uses. Will answer your re- 
cord-keeping problems— 
office or factory. Book sent 
free when requested on 
business stationery. 


John C. Moore Corporation 

5213 Stone Street Rochester, N.Y. 

Gentlemen: Please send without obligation copy of 
book illustrated. 


Name 


Address___ 


Business 
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Life Insurance Policies as Collateral 


to Bank Loans 
By J. M. SORENSEN 


Vice-President, Fremont State Bank, Fremont, Nebraska 


OR many years this bank made loans 

to customers secured by the assign- 
ment of life insurance as collateral 
without our knowing exactly the nature 
of the assignment that was being made. 
We used, for example, in these cases the 
creditor form of assignment and as- 
sumed that that was sufficient. 

We only discovered our mistake when 
a borrower defaulted and we found 
that, instead of being able to cash in 
on his life insurance (which he had 
assigned to us on the creditor form), 
that we had to wait for him to die before 
we could get our money. It was then 
that we discovered that there were two 
forms of assignment: the “creditor” 
form and the “absolute” form. 

As we understand it, the creditor form 
merely gives us a death claim against 
the proceeds of the policy, which pre- 
vents the insured from drawing the 
cash value, i. e., the assignee cannot in 
case of default on the note cash the 
policy or draw funds from the cash 
value to take up the note unless the in- 
sured and beneficiary sign a withdrawal 
blank. If the borrower refuses to sign 
the withdrawal blank the bank is help- 
less in the matter. 


Gives Real Security 


ITH the creditor form the bank 
can, of course, keep the insured 
from drawing any money, but the bank 
cannot draw any money except at the 
death of the insured or in case the policy 
is surrendered and then the insured must 
sign the withdrawal receipt. With the 
creditor form cash value on the policy 
means nothing. You have, in effect, the 
same security you would have if the 
insured took out a term policy to pro- 
tect a loan. 
With the “absolute” assignment the 


bank, or assignee, owns the policy out- 
right. It can do with it whatever it 
wishes. If the borrower defaults on the 
note the bank can draw the cash value 
and take up the note or, if the cash value 
is insufficient, apply the proceeds against 
the debt. This gives the bank real 
security in case the policy has cash 
value. 

With either form of assignment, 
where it is possible, the bank should 
make provisions to keep the borrower 
from drawing cash dividends providing 
the cash value is insufficient to cover 
the note. 


Had Little Trouble 


HE absolute assignment blanks fur- 
nished by some insurance companies 

read “as their interests may appear.” 
With that kind of assignment the as- 
signee would only be able to draw from 
the cash value of the policy the amount 
of the insured’s obligation and interest. 
However, some absolute assignments do 
not have these provisions and the as- 
signment is absolute, which is really not 
exactly fair to the borrower as he is 
really assigning his entire insurance 
(whether required or not) to the bank, 
which is neither necessary nor desirable. 

One of the largest companies, whose 
reputation is the very best, requires so 
much “red tape” that it makes their 
policies practically worthless as col- 
lateral. If people buying insurance 
would take those things into considera- 
tion, they would buy from insurance 
companies whose practices are the most 
favorable to them. 

We have loaned a large sum of money 
on a great many insurance policies and 
have had very little trouble. We con- 
sider it very good collateral. 


The Present Status of the Bank Tax 
Movement 


(Continued from page 986) 


the danger to the safety of the banks in 
the perpetuation of the existing system: 


“The total taxes paid by all banks are 
not an important part of the total taxes 
collected. 

“The public is primarily interested in 
safe banks, and everything else is sec- 
ondary. When a bank fails, that com- 
munity gets a blow from which it does 
not soon recover. 

“At the present time, banks need all 
the help they can get. A little reduction 
in expenses sometimes makes the differ- 
ence between success and failure. 

“We made a tabulation of the earnings 
and expenses of 827 State banks in Min- 
nesota for the year ending December 31, 
1927. Total earnings of all banks were 
$18,750,512.62 and the total expenses $15,- 
911,243.25. Total charge-offs were $2,910,- 
478.45, which shows that the expenses 


and charge-offs were $71,209.08 more 
than the total earnings. 

“Assessments amounting to $749,794.79 
were paid in by numerous banks to cover 
their expenses and charge-offs in excess 
of their earnings. 

“Only 43 per cent of the banks paid 
any dividends. One hundred twenty-one 
banks did not make expenses during the 
year and the stockholders of many of 
these banks paid assessments. 

“While the surplus and undivided prof- 
its accounts of the banks as a whole 
were increased during the year and the 
banks were in a better position than be- 
fore, this fact was not due to earnings, 
but to assessments and voluntary dona- 
tions. 

“We take off our hats to the large ma- 
jority of the bankers for what they have 
done to protect their depositors. "When 
the public fully understands these facts 
and when they fully realize that they, as 
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depositors, are vitally interested in hav- 

ing safe banks and that in the long run 

a bank must make money to be safe, then 

we believe that they will demand that 

banks be taxed fairly and be given every 
possible chance to work out of their diffi- 
culties.” 

It is interesting to note by a reference 
to the income tax returns of Minnesota 
corporations to the Internal Revenue 
Department for 1926 that the national 
banks of the state which reported net 
earnings of $6,445,041 paid taxes to the 
state and locally of $1,764,516 or 27.34 
per cent of total net income; that state 
and private banks with total net earn- 
ings of $2,179,472 paid $881,806 or 40.47 
per cent of their earnings in state and 
local taxes; while competing finance 
companies such as building and loan as- 
sociations, mortgage companies, invest- 
ment bankers and the like with net earn- 
ings of $5,884,295 paid only $589,651 or 
10.2 per cent; other finance companies 
(auto, furniture, radio, etc.) with net 
earnings aggregating $120,019 paid only 
$10,020 or 8.383 per cent; and stock and 
bond brokers with total net earnings of 
$252,121 paid only $2,598 or only 1 per 
cent of their net earnings in state and 
local taxes. 

These figures indicate that instead of 
seeking to amend Section 5219 U. S. 
Revised Statutes so as to deprive the 
national banks of the protective limita- 
tion that they shall not be taxed higher 
than other competing moneyed capital, 
the adoption of the income basis would 
be a much fairer method of equalizing 
the tax burden between these various 
classes of competing corporations. Fail- 
ing this, the adoption of the bills here- 
tofore referred to, so amending the tax 
laws of the state that competing 
moneyed capital of individuals and cor- 
porations engaged in all kinds of finance 
and investment business shall be re- 
moved from the low-rate intangible class 
and placed on the same tax basis with 
the banks, would tend to equalize the 
burden. 


Action by Congress 
Unnecessary 


UCH trouble as exists in Minnesota 

and Kansas is local to a very few 
states which tax intangibles at a low 
rate and thereby allow a vast volume of 
competing moneyed capital to escape 
its fair share of the tax burden. The 
figures above referred to from Minne- 
sota are typical of what will be found 
in nearly every state. The tax problem 
can be remedied without appealing to 
Congress, as has been pointed out in the 
brief of the American Bankers Associa- 
tion, by the revision of state tax systems 
and the adoption of the income basis 
under which banks can be taxed fairly 
and adequately and such states at the 
same time retain their low-rate taxa- 
tion of intangibles. Acting in pursuance 
of the resolutions adopted by the Asso- 
ciation at Houston and at Philadelphia, 
the Special Committee on Section 5219 
appointed to carry out the purpose of 
such resolutions will vigorously oppose 
any future attempts at amendment and 
is better fortified than ever before to 
make its opposition effective. - 
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Industry’s 


Largest Research 


Laboratories 


ORE than five thousand scientists, engineers 

and their associates work unceasingly in the 

Bell System engineering staffs and research labora- 

tories to make tomorrow’s telephone service still 

better than today’s. Recent discoveries are permal- 

loy (a new alloy), and rubidium, a metal sensitive 

to light—two of many evidences of the continuous 
improvement in Bell System facilities. 


Vital Facts for Investors about 
American Telephone and Telegraph Company Stock 


Back of this stock is a capital investment of more 
than three and a quarter billion dollars. In 1928, 
ninety million dollars was expended by the Bell 
System for central office equipment, one hundred 
and eighty-five million for aerial and underground 
lines, and another hundred million for subscribers’ 
telephone equipment and private branch exchanges. 
The Bell System is constantly expanding. Between 
1912 and 1917 3,083,000 telephones were added to 
it; between 1917 and 1922 3,511,000 telephones; 
between 1922 and 1927 4,315,000 telephones. And 
this growth is continuing at the rate of more than 
2,000 telephones a day. 

May we send you a copy of our booklet, “Some 
Financial Facts”? 


BELL TELEPHONE 
SECURITIES CO. Jue. 


195 Broadway New York City 


Stock Market Service 
Comes High 


(Continued from page 965) 


bank. It may easily be conceded that 
the broker finds it cheaper to deal with 
a bank than with an individual. I think 
the average broker will admit this him- 
self. 

As for the expense of the bank: Take 
a typical example in a small city. | 
have in mind one which annually han- 
dles about 500 bonds and 18,000 shares 
of stock. This costs them in the neigh- 
borhood of $4,500 a year. That is a high 
figure for a bank of $100,000 capital 
and $300,000 surplus to pay for good- 
will through but one division of its ser- 
vices. They would not expect to receive 
full compensation so that they could op- 
erate this service at a profit, but cer- 
tainly feel that some recompense would 
be equitable. 

The idea of banks competing with bro- 
kers, since they do not have the privilege 
of the trading floor, can naturally have 
no place in their intentions. Further- 
more, the two businesses are quite dis- 
tinct and diverging in their functions. 
The bank’s connection with stock ex- 
change business has not come through 
their own solicitation but through that 
of their customers and the public, and it 
has grown so that these customers feel 
that there is something lacking in the 
bank which does not provide such ser- 
vice. The public does not yet expect to 
see a ticker in the bank lobby but almost 
everything else is required. Therefore, 
as an adjunct to their general service 
such business is perforce required. I 
would not say that banks discourage 
the practice; they like too well to see 
the public within their doors. Neverthe- 
less, they fully appreciate their red-ink 
position; their books show it only too 
well. 


An Aspect of Danger 


U may be bold to suggest that a spe- 
cial concession be made to banks and 
that they be allowed a certain proportion 
of the stock exchange commissions. 
Such a proposition is contrary to the 
established practice and many would ob- 
ject. However, if brokers are willing 
to allow a fraction of a point in the 
marketing of new issues for the distri- 
bution the banks can give them, why not 
allow the banks a fraction of the com- 
missions on stock exchange transactions 
for the additional business and saving of 
expense that the banks can and do give 
them ? 

Business sees few examples of gain- 
ing something for nothing but the pres- 
ent arrangement infers that this is hap- 
pening. Lack of balance in giving and 
taking, as depicted in the present situa- 
tion, leaves room for furtive methods of 
exacting the “take.” Some of these “fur- 
tive methods,” as mentioned above, are 
being practiced today and present an 
aspect of danger. At best they entail an 
unpleasant feeling of obligation on the 
part of the users. They are not likely 
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to subside until a rearrangement is 


effected. 

Taking everything into consideration, 
it would seem that a remedy should be 
applied; a remedy of equitable compen- 
sation or « consideration commensurate 
in part, at least, with the expense, strain 
and risk of the banks’ service to bro- 
kers and customers. A revision of stock 
exchange rules, allowing brokers more 
latitude in concessions or division of com- 
missions, might suffice. 


What Others Think 


ONTINUED public interest in the 

stock market makes the whole subject 
of free services in connection with se- 
curity transactions one upon which 
sooner or later banking opinion may 
find it well to crystallize. Bankers in 
different parts of the country are al- 
ready giving it their attention and the 
JOURNAL is able to present a number of 
views on the subject. 

While necessarily limited in number 
these expressions of opinion reflect a 
wide range of attitudes toward handling 
security business all the way from banks 
who rely upon the indirect returns from 
free service to recompense them to the 
imposition of a specially arranged serv- 
ice charge. 

This service charge is described by 
Fred G. Reusswig, vice-president of the 
First Bank and Trust Company of 
Utica, N. Y., who reports that since 
the schedule has been in operation 
it has provided a reasonable return for 
the service and is causing no complaint 
from the bank’s customers. It follows: 


“On all purchase or sale orders, 25 per 
cent of the brokerage commission is to be 
added for our services, with a minimum 
charge of fifty cents for any transaction. 

“A 25 per cent charge is to be added to 
the brokerage commission on bonds. 

“Twenty-five cents is to be charged for 
the purchase or sale of all rights and 
warrants, or the exercising of rights or 
warrants. 

“We will also charge insurance and 
postage on all securities received by us 
from customers and sent in for collection 
or exchange. 

“The above charges are not to apply on 
securities The First of Utica Company, 
Incorporated, may have purchased and 
then sold to customers.” 


Outstanding Abuses 


for constructive thought on the 
question is seen by John R. Down- 
ing, vice-president of the Citizens Union 
National Bank of Louisville, Ky., who 
writes: 


“In such a haphazard way has the 
banking business been conducted for many 
years, that abuses have crept in and 
have been allowed to remain merely be- 
cause banks have been able to make 
enough profit out of the use of their de- 
positors’ money to absorb the many losses 
that have been general to other depart- 
ments. Amongst these abuses one of the 
outstanding ones is the purchase and 
caring for securities of customers without 
compensation, and at an actual loss, not 
only of time and energy, but money. 

“T do not know how we are going to 
get rid of this responsibility which we 
have assumed, but we certainly should, 
and I, like your other correspondents, 
would be glad to have the benefit of some 
constructive ideas. You have probably 
opened a subject that will have a lot of 
ramifications, and one that will certainly 
be of interest to the entire banking frater- 
nity—particularly those smaller com- 
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munities, where customers do not have 
direct dealings with brokers but expect 
their banker to act as intermediary for 
them. I doubt if a service charge suf- 
ficiently large could be imposed; nor 
whether it would be wise for bankers who 
have assumed guardianship of customers’ 
investments to take themselves entirely 
out of the picture; it might result dis- 
astrously to the community to allow un- 
trained investors to deal with irresponsible 
houses and to be subjected to high- 
powered salesmanship of shady securities, 
without the benefit of good advice.” 


Another institution is about to put 
into effect a service charge for handling 
security transactions. William K. Payne, 
president of the Cayuga County Nation- 
al Bank of Auburn, N. Y., writes: 


making any charge for 
handling bond and _ stock transactions. 
We are, however, about to put such a 
charge in effect, in co-operation with the 
other banks of the city. We are only 
delaying this until we arrive at some un- 
derstanding with the other banks as to 
just how it should be handled. I believe 
that the other banks are rapidly coming 
to the time when adequate charges will 
be made for their various services, so 
that each operation will pay for itself and 
the cost of any banking service will not 
have to be met out of the profit of other 
services.” 


“We are not 


Considerable thought has been given 
to the matter by M. H. Malott, presi- 
dent of the Citizens Bank of Abilene, 
Kan. He says: 


“T have been studying for some time the 
question of a bank supplying its customers 
with securities, and have come to the 
conclusion that in the near future banks 
will and should carry investments that 
are suitable for their clients. 

“This trend is shown by the larger 
banks having affiliated Investment Cor- 
porations, who by reason of ample capital 
are able to underwrite large issues of 
stocks and bonds, and sell them at a 
profit. 

“Unlike the East, where investments are 
mostly in stocks, the Middle West investor 
purchases more bonds and real estate 
mortgages than any other class of securi- 
ties. The bond houses allow a small con- 
cession to banks, running from $1.25 to 
$2.50 per thousand which about covers the 
cost of handling. In the making of real 
estate mortgages, a commission is charged 
the borrower, either in cash or in the 
nature of a second mortgage, and which 
the borrower pays, so that the first mort- 
gage can be turned at a profit to the 
bank. 

“As long as bankers advertise (and they 
should), ‘Investigate Before You Invest’ 
and ‘Consult Your Banker On _ Invest- 
ment,’ customers will demand and have 
the right to expect this sort of service. 
It is a part of the game, and if the 
customer has been educated to keep a 
Savings account and build it large enough 
for an investment, the bank will profit 
in the long run. 

“A bank may continue to advertise but 
unless it renders real, constructive service 
to its customers, it fails in its mission. 

‘To solve a problem that will mean 
compensation for all of the service that 
a bank renders—well, life isn’t long 
enough.” 


Educated by War 


N increasing volume of this sort 

of work for the banks is seen by 
M. Plin Beebe, president of the Bank 
of Ipswich, Ipswich, S. D. He said: 


“It is quite true that the bankers all 
over the country are now doing a lot of 
work for customers in the line of buying, 
selling and the safe keeping of stocks and 
bonds. The Government educated us to 
do this work for nothing during the War 
and under the flag of patriotism. The 
greater bulk of our customers still figure 
the War is not over. 

“The buying of stocks and bonds in 
this section of the state is very light ex- 
cept in some of the larger cities. We are 
making a minimum charge of 50 cents 
plus insurance and postage or 10 cents 
per $100.00 for handling the same. If a 
customer in purchasing does not buy a 
draft and pay us 10 cents per $100.00 for 
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The Victory 1929 Series Yeo Rotary 
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it eliminates overtime work. Pro- 
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as modern and up-to-date. Business- 
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even with all its new, exclusive fea- 
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today. 
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the same we charge 10 cents per $100.00 


$100.00 plus postage 

“The volume of 
are doing is 
have been surprised 
have not made a charge long before this.’’ 


The imposition of a service charge is 
not regarded as practical at this time by 


J. Elwood Cox, president of the Com- 
mercial National Bank of High Point, 
N. C., who says: 


check when it comes in, as ex- 
This figures about 20 cents per 
and insurance. 

work that the banks 
increasing each year and I 
that the city banks 


“We do have exactly the same trouble 
as mentioned in your letter in regard to 
holding securities for our friends, but 
we have never made any charge and do 
not see very well how we could make a 
charge for this service. Our customer 
brings us the certificate. We have the 
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chance to send them to the broker of 
our choice, and somewhere in the trans- 
action we are always hopeful of getting a 
deposit to compensate us.” 


Charge Justified 


N THE opinion of Grant McPherrin, 

president of the Central State Bank 
of Des Moines, Iowa, a bank is justified 
in making a charge for service of this 
character. He writes: 


“I think this service is growing. A 
few weeks ago we passed a resolution in 
the clearing house agreeing to charge 
eighty cents per thousand for safe-keep- 
ing bonds and forty cents a thousand face 
value on stocks. 

“We have had no resolution for buying 
and selling stocks for our customers. 
Neither have we made any charge, but if 
the practice continues to grow, we will be 
forced to make a charge for this service. 
It seems with all of the publicity that’s 
been given furthering common stocks as 
investments for banks, that there is going 
to be a great deal more of this class of 
business, and I am sure we will be justi- 
fied if we make a charge.” 


An affiliated security company makes 
possible a profit from stock transactions 
for bank customers. W. R. Morehouse, 
vice-president of the Security Trust and 
Savings Bank of Los Angeles describes 
this angle of the situation: 


“We have certain customers for whom 
we buy and sell stocks, and for a short 
time we naturally have to keep these 
stocks in our vaults. For this service 
we receive no fee, and it represents a total 
loss to us. Like your correspondent, we 
have to pay the same brokerage fee that 
anyone else buying or selling stocks would 
have to pay. and we receive no split on 
the commissions. 

“We do have this advantage, and it is 
because of this advantage that we render 
this service. We have a security com- 
pany, which is an arm of the bank, and 
it is through the security company that 
this business is handled. By having these 
customers deal in person through our 
security company, we are sometimes able 
to sell them securities on which we make 
a fee. In fact, we secure some good bond 
customers as a result of rendering the 
service just referred to. 

“However, if a bank does not have a 
department for dealing in bonds, the 
service which this correspondent com- 
plained about would no doubt, be quite 
expensive and would represent a_ total 
loss to the bank.”’ 


A service charge for the safe-keeping 
of securities has been considered in St. 
Louis according to M. E. Holderness, 
vice-president of the First National 
Bank, who writes: 


“We do considerable safe-keeping of 
securities for customers for which the 
bank gets no direct compensation. Cus- 
tomers who wish stock bought and sold 
are referred to our First National Com- 
panv where either a charge or a profit is 
made. A bank having no such affiliated 
investment company could not solve its 
problem in this way. 

“Our safe-keeping work is largely for 
firms and corporations as we discourage 
acceptance of securities for safe-keeping 
from individuals. We recommend that in- 
dividuals use safe deposit boxes and in 
most cases are able to dispose of a request 
in this way. 

“In our clearing house it has_ been 
agitated several times to establish a 
charge for safe-keeping of securities, clip- 
ping and depositing of coupons, exchang- 
ing collateral and the many other little 
services which customers impose upon 
their banks, but so far we have never 
been able to come to an agreement.” 


Makes It Pay 


NE of the institutions within the 
metropolitan district of New York 
writes that an investment department 
established in his bank several years ago 
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has grown to the point where it is prof- 
itable. It says: 

“On all purchases and sales of securi- 
ties we make a minimum charge of $1 up 
to $1,000. Above that amount we charge 
an additional fifty cents for every thou- 
sand dollars or fraction thereof. This 
charge is made in addition to the regular 
prokerage fee. We have found that in 
this way we are able to place out our 
money to advantage, charging them at the 
rate of 6 per cent and requiring com- 
mensurate balances of 15 per cent of the 
amount borrowed. 

“Where balances are not commensurate 
we charge the regular call rate as pre- 
scribed by law. All loans which are 
sequred by Stock Exchange collateral 
are made payable on demand.”’ 


The question is treated broadly by 
Charles H. Deppe, vice-president of the 
Fifth Third Union Trust Company of 
Cincinnati, who writes: 

“We charge correspondent banks a com- 
mission for loaning money for them in 
the Cincinnati market, but up to this time 
have made no charge for caring for the 
securities, nor do we make any commis- 
sion out of the orders we execute for 
correspondent banks and customers, on 
the New York Stock Exchange. We prob- 
ably receive some degree of compensation 
in that these orders are handled through 
our Securities Company, and we do make 
a profit on securities we sell, not listed 
on the New York Stock Exchange. How- 
ever, the compensation is not complete and 
ample, and we often wonder how the sit- 
uation will eventually be corrected. It 
does seem that banks executing orders 
for customers, in securities listed on the 
New York Exchange, and caring for those 
securities after they are purchased, should 
merit some compensation, but up to this 
time, we know of no institution that has 
solved the problem. We all would like 
to have someone offer a solution if that 
can be done, without interfering with the 
regular course of business.’’ 

From these expressions, despite the 
wide variety of opinions offered it would 
seem that there is a problem awaiting 
a satisfactory solution by the bankers of 


the country. 


Safe Secondary Reserves 
(Continued from page 974) 


est paid at maturity; there is no charge 
for buying or collecting and the face 
value does not fluctuate. The volume of 
commercial paper has declined from 
$820,000,000 in January, 1925, to $427,- 
000,000 in October, 1928, a decline of 45 
per cent, caused by corporations financ- 
ing themselves through stocks and bonds, 
but there is still a great volume of com- 
mercial paper of high type. 


Acting as Angel 


ANK acceptances at the high return 

at present of 5% to 5% per cent are 
most attractive for a balanced invest- 
ment and are practically loss-proof and 
gilt-edged. 

An acceptance results from the fact 
that the seller of goods wants to get the 
money before the buyer is ready to pay. 
So he draws a draft on the buyer’s bank 
on which the bank puts its stamp “ac- 
cepted,” which is a bank guaranty of 
payment. 

The policy of the Federal Reserve of 
purchasing acceptances at preferential 
rates and acting as angel for acceptance 
houses when they cannot borrow funds 
from banks at low rates has developed 
almost magically an enormous acceptance 
market in this country. The larger 
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In THE VAULTS and files of this Trust 
Company may still be seen many reminders of 
that time when The Bank of North America 
‘.xwas the only incorporated bank in this country. 
“And on our books the oldest continuous 
banking account in America is still active. 
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and mutual loyalty we solicit the Philadelphia 
banking business of those who have the right 

to be-most ‘critical in their requirements. 


JOHN H. MASON, President 
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COMPANY 
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Member Federal Reserve System . . Capital, Surplus and Undivided Profits More Than $12,000,000 


Federal Reserve banks purchase from 
bill dealers under a fifteen-day repur- 
chase agreement any satisfactorily en- 
dorsed bills, at about the buying rate at 
the time. There is an open market for 
purchase or sale, and the liquidity and 
security are practically complete. No 
more satisfactory means of bank invest- 
ment could be invented though the re- 
turn is somewhat lower than that of 
commercial paper; however, the market 
is broadening all the time and at times 
the Federal Reserve banks have held as 
much as half of the bills outstanding in 
the country. 

The third eligible bank investment is 
the Treasury Certificate of Indebtedness. 
The last issue was at the rate of 4% per 
cent, and they are tax exempt. There is 


an open market for purchase or sale with 
a broad demand. The Federal Reserve 
banks are large purchasers. The face 
value is subject to market fluctuations, 
as are United States bonds. 


Should Be Watched 


E now come to the two securities 
ineligible to discount at the Federal 
Reserve. 

Bonds are a fundamental element in 
our business life. They provide long 
time funds for our great corporations, 
and furnish means for long term invest- 
ment for public institutions and individ- 
uals and savings banks. High grade 
bonds furnish a sound investment for 
the surplus of commercial banks, but 
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Fixed Trust Shares 


Original Series and Series B 


Basic Industry Shares 


American Basic-Business Shares Corporation 
Depositor 
67 Wall Street, New York City 


The Equitable Trust Company of New York 
Trustee 


IXED TRUST Shares and Basic Industry Shares rep- 
resent a participating interest in property (deposited 
with the trustee), consisting of cash and a unit of com- 
mon stocks of the following nationally known basic 


American industries: 


Railroads 


Illinois Central R.R. Co. 
Louisville & Nashville R.R. Co. 
New York Central R.R. Co. 
Northern Pacific Ry. Co. 
Pennsylvania R.R. Co. 
Southern Pacific Co. 

Sout:ern Railway Co. 

Union Pacific R.R. Co. 


Utilities and Quasi- 
Utilities 
American Tel. & Tel. Co. 
General Electric Co. 
Pullman, Inc. 
Western Union Telegraph Co. 
Westinghouse Elec. & Mfg. Co. 


Dividends are payable semi-annually against coupons at- 


tached to certificates. 


Fixed Trust Shares and Basic Industry Shares are sold to 
investors by established investment houses and banks in 
most of the important cities of the United States and in 
several foreign countries, and are wholesaled to dealers 


by the following firms: 


PR 


Industrials 


American Can Co. 

American Radiator Co. 
American Tobacco Co. “B” 
duPont {E.I.} de Nemours & Co. 
Ingersoll-Rand Co. 
International Harvester Co. 
National Biscuit Co. 

Otis Elevator Co. 
Timken-Roller Bearing Co. 
United Shoe Machinery Corp. 
United States Steel Corp. 
Woolworth {F. W.} Co. 


Standard Oil Group 


Standard Oil Co. of Cal. 
Standard Oil Co. 
Standard Oil Co. 
Standard Oil Co. 
Vacuum Oil Co. 


F. J. 


Smith, Burris &Co. 


120 So. La Salle St., Chicago, Ul. 


for Central section of 
the United States 


Lisman & Co. 
44 Wall Street, New York City 


for Eastern section of the United States 
and foreign countries 


Ross Beason & Co. | 
Salt Lake City, Utah | 


‘or Western section of | 
the United States 


only for such funds as can be held in- 
definitely and which the bank will not 
likely be called on to loan to customers 
at the peak of the next borrowing sea- 
son. 

Bonds purchased should be well sea- 
soned issues of high grade institutions 
with preference for stability, soundness 
and liquidity rather than for rate or 
profit. Once acquired, they should be 
frequently analyzed, for there are no 
time-proof bonds. The earnings should 
be watched. 

Bonds fluctuate in price from day to 
day, and when money becomes tight they 
decline in price, at the very time a bank 
may need to realize on them. Forty 
bonds in six years, 1921-1925, averaged 
in price from a low of 68.80 to 81.99, and 


a high of 76.31 to 85.44. A commission 
both for purchase and sale is paid by the 
bank to the broker. 

However, the net yield of high grade 
bonds fluctuates little, therefore, we can 
well afford to invest $15,000 of our $100,- 
000 in bonds diversifying them in about 
half railroad bonds, and dividing the 
balance between public utilities and in- 
dustrials. 


Militates Severely 
A BALANCED program of bank in- 
vestment must vary with conditions. 
In normal times one would not hesitate 
to include call loans for $10,000 of our 
$100,000 unit, though they are ineligible 


to discount at the Federal Reserve. On 
the other hand, with a 25 per cent mar- 


gin of excess value in collateral and be- 
ing payable on demand, loss is practically 
excluded. 

However, the call money situation in 
the United States is so top-heavy and 
militates so severely against a low rate 
for business loans that one is tempted 
if not to exclude call loans at this time 
from a list of bank investments, at least 
to indulge in them but sparingly, if at 
all. Most economists have voiced their 
apprehension of the danger of a situa- 
tion in which about half of the brokers’ 
loans, the stupendous sum of $2,700,- 
000,000, are known as “loans from oth- 
ers.” A loss of confidence because of 
any disaster or threatened catastrophe 
or a lowering of the rate for call money 
might bring about the calling of “loans 
from others.” The consequent strain 
upon the banks called on to fill this void 
would be very great. This is a pyramid 
standing upon its apex and most un- 
stable. 

While the yield from call* loans is 
larger than that of other means of in- 
vesting banks surplus, it is an indulgence 
just now that wise bankers will refrain 
from, rather than to make a bad situa- 
tion worse. To cure this situation is a 
problem to which we should all exert our 
best energies. 


The Lasting Benefit 


AM wondering if the final remedy will 

not be outside of the present power of 
the Federal Reserve System. 

May it not be as Louis T. McFadden, 
chairman of the House Banking and Cur- 
rency Committee suggested in October, 
1928, that the remedy may be in placing 
the supervision of future granting of 
brokers’ loans under the Federal Re- 
serve? 

Perhaps, as Paul Warburg suggested 
in his report to the International Accep- 
tance Bank, “our failure to establish on 
our stock exchange a system of term set- 
tlement dealings aggravates the difficul- 
ties of our problem.” Perhaps only a 
bad experience will cause our people to 
awake to the remedy. 

Every bank must necessarily vary its 
program of investment according to its 
own local conditions, crops, industries, 
and local customs. Liquidity for one 
neighborhood might not answer for an- 
other, but that must be the one great 
object; unsound securities do not add to 
liquidity but destroy it. 

Any bank can create a secondary re- 
serve and will have the satisfaction of 
seeing it redound to the lasting benefit of 
its depositors, its stockholders, and its 
community, and the banking business as 
a whole. 


The operating units of the farm-loan 
system now have total assets exceeding 
$2,000,000,000 and consist of twelve Fed- 
eral intermediate credit banks, forty- 


nine active joint-stock land banks, three 
joint-stock land banks in receivership, 
twelve Federal land banks, and 4,670 na- 
tional farm-loan associations, of which 
there is one or more operating in nearly 
every farming community of the United 
States.—Federal Farm Loan Board. 
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Credit Conditions 


(Continued from page 989) 


known to the Federal Reserve Board, low 
rates could be maintained to commerce 
and industry indefinitely, even though 
the speculator pays higher rates. 

“T want to remind you that there are 
approximately 27,000 bankers in the 
United States, and in the conduct of their 
own institutions they operate as inde- 
pendent units; and while, from what I 
have been able to observe, they take 
care of local needs, when they have funds 
to employ outside of their own commun- 
ity and are offered call loans at rates 
from 3 to 4 per cent above credit based 
upon production and distribution, obvi- 
ously they extend that credit which 
brings the best rates, all other things be- 
ing equal. 

“This enforces the commercial bor- 
rower to make its offer more attrac- 
tive, with the result that in the course 
of time every one pays higher rates. 


Problem Not Local 


“While up to the present time com- 
merce and industry have enjoyed lower 
rates than the speculator, this process 
of lifting may go to a point where it will 
become a serious deterrent to business, 
and it is that phase of the present situa- 
tion with which the Federal Reserve 
System most concerns itself. 

“Nor is this problem a local one. It 
is not alone of national but of interna- 
tional significance. High rates have 
drawn credit and gold from many quart- 
ers of the globe to satisfy the appetite 
of the speculative borrower. 

“Two foreign banks of issue have al- 
ready had to raise their rates to pro- 
tect their own position. If this continues 
others will no doubt have to follow and 
those countries will go through the ex- 
perience of lifting rates around a circle 
until they may get to a point where they 
will not only have a bad effect on the 
trade of the foreign countries, but would 
seriously interfere with the exports of 
this country. 

“It is needless for me to go into details 
and remind you what will happen to our 
own people and our own industries if ex- 
ports, particularly of agricultural prod- 
ucts, do not flow freely because of lack 
of credit or because of the cost of it. 
To put it baldly, the final cost may not 
be reckoned in terms of interest charges 
alone, but may involve the impairment 
of the prosperity of our commerce and 
industry. 


Remedies Suggested 


“Many remedies for the present situ- 
ation have been advanced. One solu- 
tion suggested is that the system should 
reduce rates and buy government securi- 
ties in an effort to ease the situation to 
such an extent that lower rates will be 
available to commerce and industry. 

“However, the advocates of such a 
plan apparently overlook the fact that 
any such procedure at this time would 
result in an invitation to the speculator 
to proceed at an even more rapid rate 
than in the past. 


THE LARGEST VAULT IN PHILADELPHIA 


BUILT BY 


THE MOSLER SAFE CO. 
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New Building of 
Fidelity-Philadelphia Trust Co. 
Simon & Simon, Architects 
Irwin & Leighton, Builders 


capaci 


The mammoth vaults of the 


Fidelity- Philadelphia ‘Trust Co. rank among the 
largest in the United States and consist of two 
steel-lined vault compartments each 86 feet long 
by 33 feet 4 inches wide, with access thereto af- 
forded by five heavy main doors and one heavy 
emergency door. 


The combined weight of this vault equipment is 
approximately 1,000,000 pounds and the ultimate 
ty of the Safe Deposit Vault is from 30,000 
to 40,000 Boxes. 


One of the Five Heavy Mosler Main Vault Entrances of 
Fidelity-Philadelphia Trust Co. 


Mosler has meant Safes and Safety for more than 75 years 


The Mosler Safe Co. 


The Largest Builders of Vaults and Safes in theWorld 


FACTORIES 


ATLANTA BOSTON 
KANSAS CITY 
PITTSBURGH 
TOKYO, JAPAN 


CHARLOTTE 
LOS ANGELES 
PORTLAND 


MOSLER 
CHICAGO 


LONDON, ENGLAND 


HAMILTON, OHIO 


DALLAS DETROIT 
NEW YORK 


SEATTLE 


NEW ORLEANS 
SAN FRANCISCO 
SHANGHAI, CHINA 


“Another solution offered is that we 
do nothing and let ‘nature take its 
course. There are many prominent 
men in the United States who feel that 
the system, for the past year, has, in 
fact, followed that course. 


Sought Cooperation 


“However, when I remind them that 
the system has taken approximately 
$700,000,000 out of the market by fail- 
ure to offset gold exports and by the 
sale of a substantial amount of govern- 
ment securities, and has raised the dis- 
count rates on three occasions, I think 
they will have to agree that the system 
has done a great deal; in fact, if any 
such procedure had been suggested in 
August of 1927, I am afraid the origi- 
nator of the idea would have been 
branded as a panic producer. 


“There are others who believe that 
the system is able to earmark its credit 
in such a manner that it can, by some 
wonderful formula, brand the credit it 
releases and confine its use to approved 
purposes, but any one with practical 
banking experience knows that this is 
impossible, except for what the system 
may be able to accomplish through the 
cooperation of the banking and business 
interests. 

“It was in an effort to enlist this co- 
operation that the Federal Reserve 
Board issued its public statement on 
February 7. 


Painted the Picture 


“Another group believes that the 
system should resort to the orthodox 
and traditional method of correction by 
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Hopkins & Dentz, Architects 
Diebold Safe & Lock Co., Vault Manufacturers 


For the National Bank of 
Fayette County — S&G Locks 


Here again, after a most exacting comparison of all available 
equipment, Sargent & Greenleaf Time, Combination and Secret 
Key Changing Sealed Key Safe Deposit Locks were selected for 
the National Bank of Fayette County, Uniontown, Pennsylvania. 


Sargent & Greenleaf Inc. 


ROCHESTER 


Sargent & Greenleaf Inc. 
Rochester, N. Y. 


NEW YORK 


L] Please send me a working model of the S&G Secret Key 
Changing Sealed Key Safe Deposit Lock. 


[_] Please send me complete information about S&G Locks. 


| 


Bank 


a rediscount rate which they think will 
accomplish the result desired. 

“In making such a suggestion, how- 
ever, they overlook the fact that high 
money rates may not deter the specula- 
tor when he is optimistic, but, if they 
continue long, may seriously depress 
trade and industry. 

“It is for this reason that the system 
believes that it should first use every 
effort to accomplish the desired results 
by other means, though it may be com- 
pelled in the end to resort to higher re- 
discount rates. 

“Now, Mr. Businessman, Mr. Banker 
and Mr. Speculator, I believe, as a 


State 


citizen of the United States, I would 
have been remiss in my duty as a pub- 
lic official if I had not painted this pic- 
ture to you as I see it. This is not a 
problem alone for the Federal Reserve 
System or the banks, but for all of us, 
and I feel justified in making a strong 
appeal to you to give it serious con- 
sideration. 


The Part of Prudence 


“There is no occasion to become un- 
duly excited, because we must recognize 
the fact that the changed methods of 
financing business have developed very 
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rapidly. Financing business through 
shares or bonds can be on a sound basis 
and when it is sound, is entitled to credit, 
but it is not entitled to all the credit or 
an unreasonable proportion of the total. 

“Tt seems to me that it would be the 
part of prudence for all who are lenders 
to see first that business gets credit at 
reasonable rates and let the others get 
what is left. 

“In conclusion, let me remind you that 
credit is not a mechanical contraption 
but a human institution. In solving the 
problem that is before us experience 
and judgment must play the leading 
parts. Reflection and cooperation will 
be big factors. 

“In other words, my friends, just a 
little application of the remedy that has 
always been so successful in the past— 
just a little ‘hoss’ sense.” 


Bank Stocks 


(Continued from page 991) 


statistics are available in the Comp- 
troller’s office to show how many na- 
tional banks have taken advantage of 
this permission. But even a cursory 
examination of the long list of quoted 
bank stocks shows that relatively few 
banks have a par value below $100. 
Stocks have advanced almost without 
regard to par value. 


Less Borrowed Money 


PECULATIVE interest has also con- 

tributed in considerable part to the 
record advances. For months conserva- 
tive bankers have warned against specu- 
lation in bank stock. Some stocks have 
been removed from listing on the ex- 
changes in order to discourage public 
trading. But, in spite of these attempts 
to check the rise, it has gone on at an 
accelerating pace. 

It is but fair to say, however, that 
purchasers today are using less bor- 
rowed money to carry their stock than 
were the buyers a year ago. Banks 
cannot lend on the security of their own 
stock. For at least a year they have 
frowned upon loans based upon stock 
of other banks purchased on a margin. 

What effect has removal of bank 
stocks from the exchanges had in check- 
ing their price rise or curtailing the 
extent of trading? Practically none! 
The restraining influence has been at 
best in the nature of a warning or 
danger signal. 

When the stock of the National City 
Bank of New York was removed from 
the New York Stock Exchange, Mr. 
Mitchell, its president, emphasized the 
possible effect upon public confidence of 
a sharp break in the market price of 
the bank’s stock. Other leading bank- 
ers echoed the same sentiment. Last 
summer an opportunity came to test the 
reaction upon a bank of a severe decline 
in the price of its stock. Bank of Italy 
stock fell sharply from a high of 311% 
in May to a low of 125 in June, a drop 
of 60 per cent in a few weeks, with 
heavy turnover of stock. Some with- 
drawals of deposits occurred and appre- 
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hension was manifest in some quarters 
but California bankers in a position to 
know positively the public attitude have 
pronounced the disturbance as being of 
“distinctly minor proportions.” It seems 
rather unlikely that a bank would be 
put to a more severe test to maintain 
public confidence. In view of its success 
in maintaining public confidence it seems 
that bankers need not be unduly con- 
cerned over the reaction upon depositors 
of a sharp break in the price of bank 
stock. 


Increased Activity 


HAT is the extent of dealing in 

bank stock in the present market? 
To this question there is no fully satis- 
factory answer. Doubtless it is well 
understood by most readers that the 
market for bank stock is principally 
over-the-counter. 

Sales on the organized exchanges, 
therefore, represent only a small minor- 
ity of the total and hence are of little 
significance. Complete and authentic 
statistics for over-the-counter trans- 
actions are not available. The net re- 
sult is that statistics on the extent of 
dealing in bank stock are very frag- 
mentary. Such data as are available, 
however, evidence the marked increase 
in activity. For instance, the total sales 
of bank stock on the San Francisco ex- 
change for the year ending September 
30, 1927, were 259,219 shares. The fol- 
lowing year the sales rose to 3,712,886 
shares. It is reported that 80 per cent 
of the business of the Seattle Exchange 
in 1928 was in stock of one bank holding 
company alone. This company’s stock 
was not in the market until late in 1927. 

When we undertake to determine how 
widely bank stock is now distributed we 
are again confronted with a scarcity of 
reliable data. Official reports do not 
give us any light. The majority of the 
stock in the small country and suburban 
banks is owned locally. Even where 
“the banker” owns control he ordinarily 
distributes blocks of stock to influential 
customers. In the corn belt the banks 
have been largely owned by the farmers 
of the community. The deflation period 
with its heavy toll of country banks has 
made bank stock less popular in that 
section. “Double liability,” practically 
ignored by the investor a decade ago, 
is very carefully considered today. 
Nevertheless, Frank Warner, secretary 
of the Iowa Bankers Association, esti- 
mates that there are approximately 
100,000 bank stockholders in Iowa at 
present. 


Breaking Bank Stocks Up 


EWSPAPERS in Seattle have an- 

nually published the list of stock- 
holders of all Seattle banks. This in- 
formation has always aroused keen 
interest and many persons carefully 
scan the lists to see who are among the 
“elect.” With the exception of one or 
two banks the list has always been a 
long one, and made up almost entirely 
of western Washington _ residents. 
Within recent months the ownership of 
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Man and Method 


MAN is the human element in business — its 
soul and its brain. 


Method is the orderly regulation of human 
effort. Without soul and brain all effort is 
mechanical. Until man found his soul and 
began to use his brain with definite purpose, 
business did not exist. Nor until the growth 
of business made an orderly regulation of effort 
necessary did method exist. Success, the 
attainment of a definite purpose, came with the 
introduction of method. The development of 
method made business a science. And the 
science of business, like any other science, is 
simply the knowledge and understanding of 
facts and figures, co-ordinated, arranged, 
systemized for practical timely use. 


To this end, and for this purpose, Modern 
Accountancy was conceived and developed. 


ERNST & ERNST 


ACCOUNTANTS AUDITORS 
SYSTEM SERVICE 


NEW YORK PITTSBURGH CLEVELAND CHICAGO NEW ORLEANS 
PHILADELPHIA WHEELING AKRON MILWAUKEE JACKSON 
BOSTON ERIE CANTON MINNEAPOLIS DALLAS 
PROVIDENCE ATLANTA COLUMBUS ST. PAUL FORT WORTH 
BALTIMORE MIAMI YOUNGSTOWN INDIANAPOLIS HOUSTON 
RICHMOND TAMPA TOLEDO FORT WAYNE SAN ANTONIO 
WINSTON-SALEM CINCINNATI ST. Louis DAVENPORT waco 
WASHINGTON DAYTON MEMPHIS DETROIT SAN FRANCISCO 
BUFFALO LOUISVILLE KANSAS CITY GRAND RAPIDS LOS ANGELES 
ROCHESTER HUNTINGTON OMAHA KALAMAZOO SEATTLE 
DENVER 


Seattle banks has been revolutionized the stock. Will this enable the banks 


by bank holding companies. 

In the eastern states the number of 
banks per capita is much less than in 
the Middle West or West. Bank stock 
ownership is also more restricted. But 
the testimony of dealers is that the 
number of stockholders has been decided- 
ly on the increase in recent years. 

Is the present movement toward 
breaking bank stocks up into smaller 
units advantageous? The question may 
first be considered from the bank’s view- 
point. A larger number of shares with 
lower par value may confidently be ex- 
pected to mean broader distribution of 


to develop a profitable depositor relation- 
ship with the new stockholders? Some 
gains in customers there doubtless will 
be but the extent of this may easily be 
over-emphasized. Banks in towns or 
small cities have the greatest possibility 
of attracting business in this way. 
Many stockholders of the larger banks 
buy stock merely as an _ investment. 
Frequently they own stock in more than 
one bank without any intention of be- 
coming customers of the institutions. 
It has already been repeatedly demon- 
strated that lowering the par value will 
add to the marketability of bank stock. 
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Profits... .. 


Domestic and Foreign 


Banking Facilities 


The New York 
Trust Company 


Capital, Surplus and Undivided 
. . $35,000,000 


Trust Services 


Personal Services 


100 


The immediate effect in several in- 
stances has been a rise in the market 
price. This is to the interest of existing 
stockholders but is of doubtful value to 
the bank. It means more rapid changes 
in stock ownership and the possibility, 
at least, of more speculation. 

At present prices the current return 
from bank stock is very low. The 
investor who buys today must look to 
the future for his reward. In the past 
that reward has been abundantly real- 
ized. It is something of an anomaly, 
however, that this phenomenal market 
rise in stock has taken place when banks 
all over the country are complaining of 
increased cost and falling profit ratios. 


BROADWAY 
40TH SFREET AND MADISON AVENUE 
5'7TH STREET AND FIFTH AVENUE 


Bankers cannot and will not assume re- 
sponsibility for paying dividends suffi- 
cient to yield a reasonable return on in- 
flated stock values. Speaking on this 
point a year ago Mr. J. F. Sartori of 
Los Angeles said: 

“The real banker regrets exceedingly to 
see bank stocks sold on an uneconomic 
basis, and does not propose to be forced 
into dangerous or speculative banking in 
order to make fair earnings on inflated or 
boomed prices.” 

It is to be hoped that the new bank 
stockholders are both able and willing 
to wait for the “long swing.” If not 
broader distribution may prove a boom- 
erang. Disappointment and bitterness 
are not fruitful soil for building a 


happy stockholder-depositor relationship, 
In summary it may be concluded that 
the market boom in bank stock is due 
in part to an increased banking con- 
sciousness and in part to activity of 
speculators. Breaking bank stock up 
into smaller units adds to the market- 
ability of stock and makes for its wider 
distribution. This gives the bank the 
support of a larger number of. stock- 
holders. On the other hand it tends to 
result in greater speculation, less pos- 
sibility of enforcing stockholders’ lia- 
bility and perhaps ownership’ of bank 
stock by individuals not suited to assume 
the responsibility of stock ownership. 


Investing Trust Funds 
(Continued from page 1003) 


or four times the dividend; if this pre 
ferred stock, however, is junior to $30,- 
000,000 6 per cent bonds, the total 
charge is $1,800,000 bond interest and 
$700,000 preferred dividend, or $2,500,000 
against earnings of $4,600,000, so that 
earnings aré really less than twice the 
annual requirement. This calculation is 
particularly important in the case of a 
holding company whose capital structure 
is heavily pyramided, when we may find 
the balance for the preferred stock four 
or five times the dividend on that issue 
when the total earnings of the sub- 
sidiaries are hardly 10 per cent more than 
the aggregate required to pay that pre- 
ferred dividend plus the operating com- 
pany interest and dividends which nec- 
essarily rank ahead of it. 


Stocks Not a Panacea 


IGHT years of advancing stock prices 
have probably done more to increase 
the popularity of common stocks than 
all the studies and charts that have been 
made to demonstrate their advantages. 
It is doubtful whether the purchase of 
stocks will produce anything like the re- 
sults expected by many people. Certain- 
ly, if trustees are to buy common stocks 
the ones they should choose are those of 
well established companies with dem- 
onstrated earning power, engaged in 
business of a non-speculative character. 
When companies have reached this po- 
sition they are rarely subject to the 
spectacular growth which marked the 
earlier stages of their development. In 
fact, a study of the price movements of 
such high grade stocks since the begin- 
ning of the century has led me to the 
conclusion that in general their trend is 
much like that of long term bonds, with 
wider swings, of course. This does not 
mean that the best common stocks may 
not be suitable investments for trust 
funds, but that their purchase is not a 
panacea for investment ills. 

Whether or not a trustee should in- 
vest trust funds in common stocks de- 
pends on the laws under which the trust 
is administered, the circumstances of the 
particular trust, and especially the abil- 
ity of the trustee’s investment organiza- 
tion. If the investment department has 
proved itself more than capable of han- 
dling bond investments; if its success 
does not depend on the ability of one 


April, 1929 


AMERICAN BANKERS ASSOCIATION JOURNAL 


man whose services might be lost just at 
the time when the stocks most need his 
attention; if it has ample time to inves- 
tigate business and economic conditions 
and market trends, which seem to have a 
much greater effect on the price of the 
high grade stocks than do the earnings 
of the issuing companies; then there is no 
reason why high grade common stocks 
should not be purchased when favorable 
opportunities appear. I have nothing to 
say against such a policy, but it would 
be most unfortunate to have corporate 
trustees embark upon the purchase of 
common stocks without being fully capa- 
ble of handling them, for the result 
would in the long run injure what is now 
one of the most promising developments. 


O series of articles, however brief, 

that attempt to deal with the ques- 
tion of fiduciary investments would be 
complete without mention of the prob- 
lems that are met during the settlement 
of estates. Each estate is so different 
that it is impossible to generalize, but 
there are a few principles which experi- 
ence has shown to be sound. 

In settling an estate that contains any 
quantity of securities it is of the utmost 
importance that the administrative officer 
and lawyer cooperate closely with the 
investment man. The latter should re- 
ceive a list of the investments owned 
by the estate as soon as possible. When 
he has this information he will be in 
a position to know whether any immedi- 
ate action is necessary, or a few weeks’ 
delay is possible. 

As a rule, those most interested in an 
estate have just suffered a great loss 
and are in a highly nervous condition 
which may cause them to resent any im- 
mediate action by the corporate ex- 
ecutor, while a few weeks later they will 
be in a different frame of mind and 
ready to cooperate heartily in doing 
everything that is necessary. Such a de- 
lay is not always possible, for there may 
be rights or conversion privileges expir- 
ing, or stocks that should be sold. 

I recall one man who, after the death 
of his wife, cost himself, as residuary 
legatee, about $10,000 by refusing to 
open her safe deposit box promptly, for 
among the securities found when the 
box was finally opened were several hun- 
dred shares of a preferred stock which 
had passed its dividend and declined 
sharply in the meantime, and which the 
corporate executor had sold from its 
own accounts prior to the decline. 


HERE is no need for the investment 
man to keep in touch with all the 
administrative problems of the estate, 
but he should know how much money it 
will be necessary to raise from the sale 
of securities for taxes and administra- 
tive expenses, what legacies are to be 
paid, and what is to become of the re- 
siduary estate. In the case of legacies 
it frequently happens that the legatee 
would prefer to receive securities instead 
of cash, and the investment man should 
assist in deciding what securities can 
best be used for this purpose. 
If the residuary estate is left to some 
particular individual or charity the se- 
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STANDING 


at the 
PIVOT of PROGRESS 


SINCE 1828, the year in which this bank was 
founded, the Atlantic has played a prominent role 


in the progress of New England commerce and 


industry. A century of contact with the banks and 


industries in this section has placed the Atlantic in 


a position to serve these interests even better today. 


Nor és the scope of this 
bank’s activities con- 
fined to New England. 
Today, the Atlantic is 
truly an international 
organization. 


As Boston correspond- 

ent for other banks, 

the Atlantic offers the 

experience gained from 

over a century of ac- 
tive service. 


ATLANTIC 
NATIONAL BANK 


OF BOSTON 


The Oldest Commercial Bank in Boston 


curities should, of course, be handled in a 
way that will meet with the wishes and 
requirements of the residuary legatee. 
If a large proportion of the estate is to 
be placed in a trust account the invest- 
ments should be considered in the light 
of the trust provisions. Even in case the 
terms of the trust do not permit the re- 
tention of any of the securities in the 
estate, it is not right nor necessary that 
the executor should take the easy course 
and sell out all the investments as soon 
as conveniently possible. It may be as- 
sumed that the decedent had good busi- 
ness judgment, if for no other reason 
than that he appointed a trust company 
as his executor, and each of his invest- 
ments should be carefully considered in 


an effort to determine why he had pur- 
chased or held that particular issue. 

Even if the securities are to be sold 
eventually, the executor has_ several 
months in which to act and he should 
sell each security at the time during 
those several months which he feels to be 
the most favorable opportunity for dis- 
posing of that particular bond or stock. 
It may be all right for one of the family 
to liquidate securities at the most con- 
venient time but the trust company is a 
professional and should go to any amount 
of trouble to give the best service it pos- 
sibly can, if only because that is one of 
the principal ways to establish the good 
will essential for the development of this 
profitable field of business. 
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| To Holders of 
Foreign Internal Securities 


The Custody Service rendered by this Company at its 
European Offices affords the following advantages 


to American holders of foreign internal securities: 


1. The securities are located in the country where 
the principal market is maintained, and are therefore 
immediately available for sale or delivery if in our 
nominee’s name or “‘to bearer.” 


2. Interest is collected and credited promptly. 


3. More favorable rating may be obtained if se- 
curities are required for collateral. 


4, Complete local facilities are available for se- 
curing promptly important information regarding 
rights, calls, etc., and an endeavor is made imme- 
diately to bring all such information to the attention 


of clients. 


5. Fully paid securities may be registered in our 
nominee’s name so that transfers and exchanges are 
effected by the depository and the owner is relieved 


of troublesome details. 


Guaranty Trust Company 
of New York 


140 Broadway 


LONDON PARIS BRUSSELS 


LIVERPOOL 


HAVRE ANTWERP 


Scientific Methods Must Replace Old-Fashioned 
Banking 
(Continued from page 971) 


cial circles as to what constitutes sound 
banking. This standard of bank man- 
agement has not been theoretically ar- 
rived at by any manner of means. It 
has grown up through hard knocks until 
finally the best method has been found 
to meet a given situation. 

Let us pass briefly in review some of 
the principal features of modern bank- 
ing. First let us take the loans and dis- 
counts. The old-fashioned character 
loans have almost disappeared. This 
does not mean that character is not a 
valuable asset in the transaction. It 
simply means we are no longer in the 
pioneer stage of our civilization. We 


have reached a_ stable development 
where the instrumentalities of credit 
are ample. Great emphasis now is laid 
upon adequate credit information and 
analysis. Nothing is left to chance, guess- 
work or favoritism. This credit infor- 
mation is often obtained as a result of 
the most skillful scientific investigation, 
involving the study of plants, machin- 
ery, cost accounting, estimates of future 
operations, financial history, personal 
reports on management, personnel and 
the like. The bank must be in a position 
not only to acquire but to comprehend 
and digest the most technical informa- 
tion and data concerning its customers. 
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In this country where every variety of 
business operation is carried on by cor- 
porations, the bank must be generally 
familiar with corporate organization 
and management in the field of produc- 
tion, manufacture, transportation and 
distribution, for the simple reason that 
it is to the banks that these corporations 
must turn for advice and assistance in 
financing their operations. Commercial 
banking, therefore, requires a funda- 
mental knowledge of every process of 
commerce itself. 


Old Type Displaced 


J pom business of buying and selling 
investment securities by banks is 
largely a post-war development. It is 
well known that the Liberty Loan cam- 
paigns during the war served to educate 
the public at large in making small in- 
vestments in sound securities. 

The tremendous commercial expansion 
in this country following the war has 
been financed in increasing volume 
through the issuance of investment se- 
curities in which the general public is 
invited to invest. It is natural that the 
banks should participate in this develop- 
ment because their customers turn to 
them for advice. 

The amendment in the McFadden 
Bank Act of 1927 has added impetus to 
the movement to make the banks dis- 
tributors of the best type of investment 
securities. This means that the modern 
bank must be equipped with the proper 
instrumentalities to deal with this new 
financial development. It imposes a 
grave responsibility upon the banks 
which in turn requires them to create 
the facilities for a comprehensive and 
accurate knowledge of the various issues 
of securities which from time to time 
come upon the market. Not only must 
they have adequate financial and statis- 
tical information with respect to each 
issue but they must be in a position to 
interpret this information and to apply 
it to the particular transaction in hand. 

The impressive growth of trust ser- 
vice in the banking field is illustrated 
by considering the expansion in recent 
years of the fiduciary activities of banks 
in the national banking system. The 
passage of the Federal Reserve Act 
made possible the further extension of 
corporate trust facilities to practically 
every section of the nation. Since Feb- 
ruary 25, 1915, when the first permit 
under this law was issued to a national 
bank, hundreds of banks throughout the 
United States have availed themselves 
of this opportunity to render additional 
service to their communities, until to- 
day 2400 national banks have trust 
powers, representing 31 per cent of the 
number and 73 per cent of the capital 
of all banks in the national banking sys- 
tem. During 1928 these banks were ad- 
ministering 63,776 trusts, with individ- 
ual trust assets aggregating more than 
$3,000,000,000 and were acting as trus- 
tees for bond and note issues totaling 
close to $8,000,000,000. 

Compared with the year 1926, these 
figures represent an increase of 47 per 
cent in the number of national banks 
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administering trusts; an increase of 
145 per cent in the number of trusts be- 
ing administered; an increase of 257 per 
cent in the volume of assets of individ- 
ual trusts, while the bond and note is- 
sues outstanding for which these banks 
are acting as trustees aggregate in 
amount four times that in 1926. 

The great increase in individual 
wealth affecting every class of our popu- 
lation has put before the banks of the 
country a potential opportunity to build 
up a large savings business. Here again 
the bank must know how to cultivate 
habits of thrift in its community and 
to carry on extensively an intelligent 
campaign for savings deposits. That 
this is being done is evidenced by the 
remarkable increase in the aggregate 
total in the savings deposits in the coun- 
try year by year. Taking the national 
banks alone these deposits have grown 
from $331,563,000 in 1908 to $7,970,000,- 
000 in 1928, being an increase of nearly 
twenty-five fold. The total savings in 
the various types of state banks on June 
30, 1928 was $20,164,000,000, making 
the total aggregate of savings in banks 
in the United States on that date 
about $28,132,000,000. Notwithstand- 
ing these apparently large totals for 
savings deposits, the savings business is 
yet in its infancy; the future thus offers 
a golden opportunity to the banks in this 
field. 

Banking in the future will be in the 
hands of professional management. 
(I am using this term as opposed to 
amateur management). This applies to 
banks of all classes, whether city or 
small-town because banking in its es- 
sence is the same whether the popula- 
tion served be large or small. The very 
nature of our economic life which ex- 
presses itself through corporate organi- 
zations and in mass production will 
naturally demand of the smaller banks 
the same standards and type of banking 
services which have been demonstrated 
as sound and efficient by the larger city 
banks. 


While the need for a higher training 
is increasingly demanded for making 
commercial loans upon the proper credit 
basis, it is in the newer fields of bank- 
ing—the trust business and the securi- 
ties business—where technical training 
and specialized experience are emphati- 
cally the essential requirements for suc- 
cess. It is in these two fields that there 
is likely to be the greatest future expan- 
sion in banking and those banks wil! 
maintain the largest growth which equip 
themselves technically to meet this op- 
portunity. It would be worse than use- 
less for a bank to embark upon them 
with an amateur management. 

In general it must be said that old- 
fashioned business practices in banking 
must give way to scientific methods in 
the acquisition and the formulation of 
information, and in the application of 
the banking policies based thereon, by 
men who have acquired what might be 
called a professional knowledge of bank- 
ing—a technical equipment to deal with 
method and policy. 
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' GOTHAM TRUST COMPANY ° 


PAY TO THE 
ORDER OF 


DOLLARS 


| SOlid”—Says Your Building 
on Your Bank Cheek 


Our bank building suggests what 


Costs No More 
than ordinary paper. 
Tough, flexible — 
stands the gaff. Does 
not cut up under the 
check writer. Perfor- 
ates cleanly and 
positively. 


See below what hap- 
pens when a crook 
tries to alter a check 
on one of the Wroe 
Nonalterable Bond 
Tints. 


we can’t say flatly—we’re a good bank, 
we’ve lots of money, we’re safe. ~ w 


‘That building cost us a lot of money 
—but few people pass it.” 


Don’t stop far short of what that 
building can do for you. w w w v w 


On your check — show your building 
—beautifully—on Wroe Nonalterable 
Bond.vw 


Let us send you specimen checks 


which show how you can 
present institutional person- 
ality to your whole com- 
munity —at no added cost. 


W. E. WROE & CO. 


(Producers of Construction Bond) 
22 W. Monroe Street 
CHICAGO 


The Economy of High Wages 


(Continued from page 964) 


find on the market some other product, 
it would be just as true to say that the 
other product is undersupplied as to say 
that his own product is oversupplied. 
This system is obscured but not changed 
under the system of money economy. 
It is still further obscured but not 
changed under the credit economy. 

The principle becomes so obscured in 
our present highly complicated and high- 
ly sensitized markets as to require the 
very highest type of business _intelli- 
gence to solve it in a practical way. 
To most of us it seems that there is not 
any opportunity to produce anything 


that is not already oversupplied. That 
there is always such an opportunity is 
shown by the fact that it is always 
being discovered by somebody, either 
through the sheer good luck of stumbling 
upon it or because of a superior busi- 
ness acumen. If we may judge by the 
past, there are at this present moment 
vast markets unsupplied that most of 
us will not see as opportunities until 
somebody else has organized a new busi- 
ness or expanded an old business to 
supply them. 

Even the discovering, breeding, or 
training of large numbers of superior 
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A NATIONAL CITY 
MAN CAN HELP YOU 


...when you wish 


to sell part of 


your bond holdings 


Prompt liquidation of any part of your bond 
reserve demands ready marketability in your 
holdings. The world-wide distribution of 
issues sponsored and sold by The National 


City Company creates for them broad resale 
markets. You can reach these markets quickly 
through any National City office listed below: 


Albany... Atlanta.. Atlantic City.. Baltimore .. Boston . . Buffalo . . Chicago . . Cin- 
cinnati.. Cleveland. . Dallas. . Davenport... Denver .. Detroit. . Hartford . . Houston 
. . Kansas City . . Los Angeles . . Louisville, Ky. 
- Milwaukee . . Minneapolis . 
Oakland, Calif. .. Omaha. . Pasadena... Philadelphia . . Pittsburgh . . Portland, Me. 
Portland, Ore. . . Providence . . Rochester . . San Diego . . San Francisco 
. St. Paul . . Tacoma . 
Montreal ..Toronto.. London. . Amsterdam ..Copenhagen .. Geneva.. Tokio.. Shanghai. 


Indianapolis . . Jacksonville, Fia. 
Memphis . . Miami, Fla. . 


Seattle . . St. Louis . 


The National City Company 


National City Bank Building, New York 
SHORT TERM NOTES + 


BONDS 


business managers or investors would 
not result in high wages in a country 
like this if the demand for labor could 
be supplied from inexhaustible sources. 
The vast coolie populations of Oriental 
countries are to all intents and purposes 
inexhaustible sources of cheap labor. 
They could flood our labor markets and 
keep wages down if we permitted them 
to come in in spite of the best efforts of 
the best employers. The vast numbers 
of unemployed in’ European countries, 
even if not inexhaustible, are sufficient 
to oversupply our labor market to a 
great extent and force wages down to 
a low level. The quota law has helped 
somewhat by restricting the numbers 
who can come from such countries. 
There is no restriction, however, on the 
number of Mexican peons or West Indian 
negroes who can come. Without any 


. Newark . . New Orleans 


. . Scranton 


. Toledo . . Washington . . Wilkes-Barre 


ACCEPTANCES 


restriction of immigration from these 
countries, a large enough number of 
low-grade laborers could come to affect 
our labor market in considerable meas- 
ure and make a general high level of 
wages impossible. If North and South 
America can be put on the quota basis, 
we shall have a protected labor market 
which will at least make high wages pos- 
sible. This possibility will become an 
actuality if we continue to develop large 
numbers of highly competent techni- 
cians, managers and investors. 

The simple fact is that high wages 
will never come by merely preach- 
ing to employers the advantages to 
themselves of paying high wages. Men 
are not clothed and fed by merely say- 
ing: “Be ye clothed and fed.” They are 
clothed and fed by meeting economic 
conditions. High wages are created by 


creating a labor market in which there 
is a large demand for labor and a rela- 
tively small supply. A large demand 
for labor is created wherever there are 
large numbers of highly competent em- 
ployers of labor. There is a small sup- 
ply wherever there is a high standard 
of living, with small families, and a 
restriction of immigration low- 
standard countries. There is no mys- 
tery or magic about it. High wages 
are due to factors that can be stated 
numerically. It is idle to talk about 
high wages under any other conditions. 


Wall Street Worries 
London 


(Continued from page 970) 


This interview pictures vividly the 
conception of obligations which the Bank 
of England owes to America. But the 
Bank of England expects reciprocity: 
the Bank feels that America in turn 
owes cooperation to England. A lead- 
ing financial editor in London defines 
the working arrangement with America 
to mean an “understanding not to buy 
gold to the discomfort of other central 
banks.” He adds: 

“It is known that, in virtue of the 
agreement reached in Washington last 
year, no central bank is to buy gold 
from another central bank without the 
latter’s consent.” 

But the “working agreement” has not 
had smooth going. France and Germany, 
along with other countries, drew the 
Bank of England’s gold reserve down 
from $859,000,000 on Sept. 12, 1928 to 
$729,000,000 on Feb. 7, 1929. English 
bankers criticized this locking up of gold 
by their neighbors but tolerated it. Lon- 
don considers $730,000,000 the apprehen- 
sion point or safety minimum. As the 
margin narrowed, London became nerv- 
ous. Mr. Norman started for New York. 
English financial journals “viewed the 
visit with satisfaction.” They felt sure 
that the drain of gold could be stopped 
and that the Bank of England could 
come through the tension without rais- 
ing its rate. But at this delicate mo- 
ment, America stepped in and during a 
single week bought $22,000,000 of Brit- 
ish gold, thereby pulling the reserve 
slightly below the apprehension point. 
America took this gold and appeared in 
prospect of taking much more, even 
though it meant that the Bank of Eng- 
land would be forced thereby to raise 
its rate and discourage trade at the very 
moment when signs of trade revival were 
at last putting in an appearance. 


Into the Whirlpool 


UT even this would not have been 

so bad had it not been for the fact 
that the gold was drawn to New York 
by the magnet of Wall Street specula- 
tion. If New York had required more 
gold to meet a legitimate emergency, no 
objection would have been offered. But 
Wall Street absorption is not thought 
of as a legitimate emergency. Wall 
Street has already the excess gold in 
Federal Reserve banks. In addition, it 
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has all the short time bank balances, es- 
timated at $1,000,000,000 and upward, 
attracted from Europe by high call loan 
rates. Not satisfied with this, Wall Street 
was beginning to suck into the whirl- 
pool the Bank of England’s last layer 
of gold reserves above the safety mini- 
mum. 

It is not to be wondered that London 
resented this insatiable gluttony of the 
American stock market for money. The 
working agreement which was supposed 
to safeguard London against embarrass- 
ing purchases of gold was in jeopardy. 
Mr. Norman’s visit, it was hoped, would 
solve the difficulty, but the speculative 
absorption had gone too far. In self- 
defense, England had to raise the bank 
rate at the eleventh hour. 

In spite of this unfortunate “breach of 
the unwritten working agreement,” we 
should not leap to the conclusion that 
the agreement has been scrapped. On 
the contrary, a primary motive of the 
visit by the Governor of the Bank of 
England was to renew and revive it. 


A third objective has been stated: Co- | 


operation to prevent any further decline 
in the level of commodity prices. 

Sir Josiah Stamp, who is represent- 
ing England at the Conference on Ger- 
man Reparations, has said that the fall 
in prices during the last four years 
has been tantamount to a rise of about 
$5,000,000,000 in the debt burden of 
Great Britain. That is to say, the ap- 
preciation of money has automatically 
multiplied the burden of debt to that 
degree. He has further declared that 
if central banks cannot stop this down- 
ward trend of prices, England may find 
herself reduced to a second-rate economic 
position at the end of another ten years. 

An equally responsible official stated 
in a personal conference that if commod- 
ity prices were to fall another 10 per 
cent it would probably force some form 
of repudiation of the public debt of 
Great Britain. 

These are not alarmist statements; 
they are literal indications of the seri- 
ousness of the situation to that country. 

There are two things which England 
asks of the United States toward the 
end of stopping the price decline: One 
is that the United States shall free the 
rest of the world from the staggering 
influence of high interest rates. The 
other is that the United States shall 
fight the scramble for huge domestic 
gold reserves among central banks and 
shall meet her own growth requirements 
by growing up to her excess gold re- 
serves rather than by drawing down the 
gold stock of London or other foreign 
centers. 

Both of these require a domestic solu- 
tion of the Wall Street enigma. If we 
must have speculative expansion, then 
let us have it without saddling London 
and the whole world with tight money 
and let us have it on our own gold re- 
sources without robbing the outside world 
of gold at the very moment when it is 
just getting its feet firmly planted again 
upon the gold standard. This is what 
England wants of the Federal Reserve 
in the way of cooperation. 
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Mellon National Bank 


Saves 88% 
on floor cleaning costs 


CLEAN FLOORS have played an im- 
portant part in establishing this great 
bank’s world-wide’ reputation for 
cleanliness. And modern floor-clean- 
ing methods have kept its terrazzo and 
marble floors immaculate at a saving 
of 88% over hand methods! 

On one occasion it took 15 scrub- 


8 


Sizes 
Prices from 
$87.50 


to 


$950.00 


women 6% hours to clean 7,500 sq. ft. 
by hand. This makes the average 
hand labor cost $1.67 per sq. ft. or 
$25,217 yearly for scrubbing the total 
area of 15,100 sq. ft. 

The floors are now scrubbed in 6 
hours by only three men, operating a 
FINNELL Electric Floor Machine 
and auxiliary equipment. The cost is 
reduced to 18.6 cents per sq. ft.— 
$2,817 yearly, or a saving of 88% over 
hand labor! 

The FINNELL is speedy, easy to 
operate, inexpensive to maintain. It 
waxes and polishes as beautifully as it 
scrubs. Eight models—there is a size 
exactly right for profitable and effi- 
cient operation in your building. 

May we send one of our engineers 
to look over your floors and tell you 
whether or not a FINNELL will serve 
you and just which FINNELL it 
would be? The investigation will cost 
you nothing and obligate you in no 
way. For full information address 
FINNELL SYSTEM, INC., 2004 East 
Street, Elkhart, Indiana. 


FINNELL 


a ELECTRIC FLOOR MACHINE 
It waxes - It polishes + It scrubs 


The Changing Habits of Bonds 


(Continued from page 999) 


vestment market. Buyers of bonds and 
preferred stocks thought they were get- 
ting wonderful bargains. For a time it 
seemed that they were as nearly all 
issues went to a premium. The com- 
parison of subscription prices in that 
period with those recently quoted tells a 
different story for there has rarely been 
a time when such a large percentage of 
new bonds have gone so far below their 
initial cost in so few months. The buyer 
had everything against him then and 
even later but he has continued to take 
new overpriced securities in recent 
months and to see them quickly sell 
much below their offering level. 


The tables appearing below cover the 
important new issues of domestic and 
foreign bonds that were offered in 1928 
with several of the latter from the 1927 
list presented to illustrate the overpric- 
ing tendency. The original cost to the 
buyer is given and the low price to which 
the seventy-seven issues had dropped to 
April 1 of this year. 


Trend of New Domestic Bonds 


Low 
Price to 
Issue April 
Price 1, 1929 


C.C.C. & St. Louis 4%4s 1977Jan. 100 $7 
Southern Pac 4%s 1968....Jan. 99%, 92% 
National Dairy Prod 54s 1948Jan. 99 93% 


| 
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PENOBSCOT BUILDINGS 
IN DETROIT have 


5000 Athey Shades 


This was the 25th large Detroit installation 
of Athey Shades in the most recent sky- 


scrapers. 


The added beauty, distinction, and utility of 
Athey-equipped windows attract the most 
desirable class of tenants, make leasing easier. 


PERENNIAL WINDOW SHADES 
and Cloth Lined Metal Weather Strips 


47-story 
Penobscot Bldg 
Detroit, Mich. 


Consider the utility of Athey Shades. 

They lower from the top and raise from 

the bottom. As light conditions change, 

the shades may be instantly adjusted 

in any desired degree to keep out 

the sun's glare, yet letting in a soft 

glow of diffused light. Unlike 

awnings, which darken the room 

and make artificial lighting neces- 

sary, Athey Shades utilize all of 

the available daylight, shading 

out only the blinding glare. 

They are considerable aid in 

proper ventilation. Always 

the same distance from the 

windows—no flapping in the 

breeze, no noise, no catches, 

no springs. Made in any de- 

sired length and in widths 

to 16 feet. Sunbursts fur- 

nished for circle-head, seg- 

mental or Gothic windows, 

also operating shades for 
skylights. 


Give us the number and 
average size of your win- 
dows and receive our esti- 
mate together with sam- 
ples and colors of material. 
Complete catalog sent 
upon request. 


ATHEY COMPANY 
6147 W. 65th St., Chicago 


Representatives in all Principal Cities 
In Canada: 


Cresswell-McIntosh Regd., Montreal and 
Toronto 
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Trend of New Foreign Bonds 
Low 
Price 
Date Issue to 
of Price April 
Issue 
Antwerp City 6s 1958... Dec. 1928 94 
Berlin City 6s 1958 May 1928 95 
Akershus, dept 5s 1963.. May 1928 97% 
Australian 4%s 1956... May 1928 92% 
Colombia Mort Bk 6s 1961 April1928 93% 
Antioquia June 1928 9614, 
Budapest 6s 1962 May 1927 92 
Brisbane City 5s 1958... Feb. 1928 941% 
Buenos Aires 6s 1961... Feb.1928 9614 
Bulgaria 744s 1968 Nov. 1928 97 
Bolivia 7s 1958 Sept. 1928 97% 
German Cen Ag Bk 6s 
1960 Oct. 1927 
German Cen Ag Bk 6s 
19388 May 1928 
Cundinamarca 6%4s 1959. June 1928 
Copenhagen City 4%4s 1953 April 1928 
Colombia Republic 6s 1961 March 1928 
Chile Republic 6s 1961.. Sept. 1928 
Denmark 4%s 1962 April 1928 
Dominican Loan 5%s 1940 June 1928 
Electric Power Ger 64s 
1950 April 1928 
Finland Mort Bk 6s 1961 Sept. 1928 
Frankfort City 6%4s 1953 May 1928 
Finland 5%4s 1958 Feb. 1928 
Gelsenkrichen Min. 
6s 1934 
German Gen. Elec. 
1948 May 1928 
r Jan. 1928 
Lima City 6%s 1958.... Dec. 1928 
Mortgage Bk. Chile 6s 
1961 May 1928 


March 1928 

Nippon Elec. 6%s 1953.. Feb. 1928 

Oriental Dev. Co. 
1958 


March 1928 


Oct. 1928 
Panama Republic 5s 1963 June 1928 
Peru Republic 6s 1961.. Oct. 1928 
Poland 7s 1947 Oct. 1927 
Prussian 6s 1952 Oct. 1927 
Ruhr Gas 6\%s 1953 Nov. 1928 
Silesian Province 7s 1958 June 1928 
Tokyo Elec. 6s 1953 June 1928 
Warsaw City 7s 1958. March 1928 
Vienna City 6s 1952 Nov. 1927 

The experience of the bank that 
chased these new issues has not been a 
happy one and seems to verify the argu- 
ment that it is better to buy after a 
bond had been given a free market than 
when the salesman first offers it. How- 
ever, there are times when this policy 
is also unsound. The obvious facts in 
the winter and spring of 1928 were that 
money rates were rising but corpora- 
tions were borrowing at decreasing cou- 
pon rates and greatly in excess of their 
requirements. This was profitable to 
them not only in being able to put out 
long term mortgages at 4 and 4% per 
cent but in lending the proceeds of them 
later in the call market at double and 
treble their cost. 


Undigested Securities 


— brings us to the situation as it 
now exists with bonds at the lowest 
average in three years and those owning 


Low 2 Low 
Price to 

Issue April 

Price 1, 1929 


them wondering what to do. Should 
they sell them or take advantage of 
the present price range to average down 


Date 
of Price to 

Issue Issue April 

1928 Price 1, 1929 


Ohio Power 4%s 1956 
Pacific Gas & Elec 4%s 1957 
Certain-teed Pro. 5%s 1948. 
St. Louis S F 4\%s 1978.... 
Wabash 1978.......... 
Metropolitan Edison 414s 1968 
Memphis E & L 4%s 1978.. 
C. M. & St. Paul 4%s 1989. 
Amer. Gas & Elec 5s 2028.. 
Cincinnati G & El 4s 1968.. 
Houston Gas 6s 19438 
Shawinigan Water Co 4%s 
1968 
Union Pac. 4s 1968......... 
Amer. Ice 5s 1953.......... 
Abitibi P & L 5s 1953 
Aluminum Ltd. 5s 1948.... 
International Sec. Corp. 5s 
1947 
Alabama P & L 4%s 1968.. 


Feb. 
Feb. 
Feb. 
March 
March 
March 
March 
April 
April 
April 
April 


April 
May 
May 
June 
June 
June 


Sept. 


90% 
93% 
68 

843% 
95% 
93% 
91% 
9314 
851% 
89 


91% 
8514 
90 
85 
96 
85 


92% 


Georgia Power 5s 1967 . 96% 
Illinois P & L 5s 1956 : 944% 
Rochester Central P Co 5s 
1953 ° 83 
Atchison Top & S C-A 4\%s 
1962 95% 
Missouri Pacific 5s 1978 
Arkansas P & L 5s 1956.... 
Birmingham Elec 1968. 
Gatineau Pow 5s 1956 
Atlantic Coast Line 4\%s 1963 
Canadian Pacific 4s 
Pennsylvania Co. 4%s 1963. 
New Orleans Pub § 5s 1955. 
Canadian National 4%4s 1968 
Consumers Pow 1958... 
New England Gas & Electric 


Dec. 
Chesapeake & Ohio 1993 Jan. 1929 95 
Commercial Investment Trust 

544s 1949 Jan. 1929 105 


and hope to gain through appreciation 
more than the equivalent of interest on 
an equal amount of capital loaned on 
eall? 

The conditions immediately affecting 
bonds are quite clear. We may eliminate 
for the present the effect of public stock- 
mindedness which makes a bond the un- 
der dog of the investment market and 
the buyer of bonds an object of pity, and 
deal entirely with the questions of sup- 
ply and demand, the relation of bond 
yields to money yields and of competi- 
tion between taxable and non-taxable is- 
sues. These provide sufficient basis for 
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the conviction that the turn in the bond 
market is still some distance away. 

First of all the floating supply is 
large. This does not apply to the closed 
mortgage issues which are difficult to 
buy in quantity but to those that have 
been syndicated in the past year and a 
half and of which the underwriters are 
believed to have repurchased close to 
$500,000,000. The undigested securities’ 
problem is one that must be corrected 
before bond averages again advance. 

There are still comparatively few 
legal corporation bonds on which the 
maturity yield is 5 per cent. Some re- 
turn as low as 4% per cent. Time money 
has been above 8 per cent this spring 
and bankers acceptances at 5% per cent, 
and while both represent short borrow- 
ings they form a legitimate basis for 
reckoning the return on long date bonds. 
Until there is a decline of 1% to 2 per 
cent in all long term paper there can be 
no improvement in low interest bearing 
bonds. 


Eternal Watchfulness 


Is the PRICE of SURVIVAL 


Changes in fundamental conditions affecting 
business and finance are constantly reflected 
in the value of securities. Actually, there is 
no such thing as the oft quoted permanent 
investment which one can “put away and for- 
get about.” The time when the premier in- 
vestment of the world, Liberty Bonds, sold in 
the 80’s is still vivid in the memory of those 
who purchased at par during the World War. 
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It is very necessary, therefore, for banks to 
keep a constant check on conditions affecting 
their securities and to augment their own good 
judgment in financial matters with reliable 
information and the opinion of investment 
specialists. 


Treasury Notes High 


1% March the United States Govern- 
ment sold an issue of 4% per cent 
Treasury certificates maturing in De- 
cember. They were covered by a small 
margin and immediately went to a dis- 
count. Similar notes were then quoted 
on about a 5 per cent basis. Municipali- 
ties of strong credit and states even 
were compelled to issue short term cer- 
tificates at 6 per cent as there were no 
bids, or bids too low to permit long fi- 
nancing. Here is a group of highest 
grade securities, exempt from taxes, and 
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Realizing the importance of accurate in- 
formation, we maintain a staff of business and 
financial counselors, economists, and security 
analysts, whose services are always at your 


7 


OO 


offered at prices below those of corpora- 
tion bonds subject to taxes. This is an- 
other situation that places the general 
run of corporation bonds in an unfavor- 
able light and where readjustments will 
be required before a good buying basis 
is established. 

These are all temporary conditions to 
be corrected in time. Money will again 
become easy, the floating supply of 
bonds will be absorbed, and with lower 
interest rates, the government and mu- 
nicipalities will once more be able to 
borrow on terms that wil no longer 
compete with corporation bonds and 
notes. After this has taken place what 
still will be the permanent position of 
bonds in the securities market and what 
can the banker who carries them as a 
secondary reserve expect over a period 
of years? 

One of the largest estates ever pro- 
bated in this country was recently seen 
to contain only a nominal amount of 
bonds. These were chiefly governments 
and municipals and held because tax ex- 
empt. Another large estate whose sched- 
ules have since been filed, contained less 
than 10 per cent of bonds to all securi- 
ties owned. These were also tax exempts. 

The United States Steel Corporation 
and the Anaconda Copper Company 
have lately announced a policy of re- 
tiring all of their bonds and adopting a 
capital structure based on stocks. Heads 
of fiduciary institutions are requesting 


sentatives. 


S 


% 


New York 
Milwaukee 


Boston 
St. Louis 


command through branch offices and repre- 


AC.ALLYN“» COMPANY 


INCORPORATED 
Investment Securities 


67 West Monroe Street, Chicago 


Philadelphia 
Minneapolis 


Detroit 
San Francisco 


legal authority to invest in common 
stocks as well as in bonds. Officials of 
savings banks are advocating a similar 
program. A new building construction 
project was a few weeks ago success- 
fully financed with an issue of preferred 
and common stocks which made those 
who always supposed that buildings and 
mortgages were synonymous, gasp. For 
every dollar of new bonds offered in 
the first quarter of this year there were 
two and a half dollars in new stocks. 
The mortgage bonds were left on the 
shelves. The stocks were gobbled up by 
the public. More than this, of the bonds 
floated a large proportion were con- 
vertible in form so that some day, in 
the transmigration of financial entities, a 
bond would find itself turned into a 
stock. 


Bonds and Stocks 


A effort has been made in the pre- 
ceding paragraphs to outline the 
factors responsible for the decline in 
bond averages to the lowest in three 
years, and to show how certain conspic- 
uous conditions must be corrected be- 
fore the downward trend is halted. 
There is, however, another question, a 
larger and more permanent problem, 
that has still to be discussed. 

This has to do with the competition 
between bonds and common stocks. It 
does not directly concern many banks, 
as they are not permitted to purchase 
and hold stocks for their own account. 
However, the price of any article de- 
pends a great deal on its popularity. 
Popularity establishes a premium over 
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FAILURES 


in 1928 Reach 
New High Level! 


There were 23,842 commercial failures 
in 1928. This is 3 per cent more than in 
1927, and is the largest number the coun- 
try has ever had, exceeding the previous 
peak year of 1922! 


Don’t let your patrons contribute to the 
1929 losses. Suggest that they protect 
themselves against losses, now, with 


American Credit Insurance 


This broad, tried-and-proved service will give 
complete protection—every hour and every 
minute—against every kind of abnormal, un- 


expected bad debt loss. 


We are the pioneers and leaders in credit insur- 
ance. Bankers, let us show you how our more 
than 30 years of successful experience will 


benefit your patrons. 


The AMERICAN 


CREDIT~ INDEMNITY Co. 


OF NEW YORK 


J. FADDEN, presipsn? 


Offices in All Leading Cities 


New York, St. Louis, Chicago, Cleveland, Boston, 
San Francisco, Philadelphia, Baltimore, 
Detroit, Atlanta, Milwaukee, Etc. 

In Canada—Toronto, Montreal, Etc. 


actual value, and unpopularity likewise 
brings a price discount. Bonds today 
are not popular. Intrinsically they are 
worth much more than they were when 
they touched their high peak over a year 
ago. Even had there been no credit 
stringency, this attitude of unfriendli- 
ness to them would have seriously af- 
fected their prices. The policy of large 
corporations in issuing bonds convertible 
into stocks is a plain indication of what 
the buyer of securities wants, and he 
usually gets what he wants. 

It has been established by close study 
of price fluctuations over a period of 
years that losses on stocks have been 
smaller than the depreciation in bonds. 
In a country whose resources are so 


great, whose industries are so profitable 
and where a people are as bullish tem- 
peramentally as in the United States, the 
demand is for securities that share in the 
benefits of prosperity and in_ the 
modern developments of science and of 
merchandising. The old Rothschild 
adage that “he who owns bonds sleeps 
well” is said to be out of date. In re- 
cent years American investors have wor- 
ried over their bonds and adapted their 
mode of life to the steady appreciation 
and the higher dividends from their 


stocks. 
Banks and Stocks 


history the world over 
furnishes proof that in every great 
era of stock speculation bonds have to 


take a back seat. The fear develops 
that they may go completely out of 
fashion. But they have always re- 
gained their position. The same swing 
away from “equities” and toward mort- 
gages will also follow the present ex- 
citement, though not to the degree of 
other periods. And it is better that it 
should not so far as the private in- 
vestor is concerned, as he should balance 
his holdings between bonds and high 
grade common stocks, depending on the 
general average price of each group, 
but generally on about a fifty-fifty basis. 
The institution that may legally own 
stocks is well within its rights if it holds, 
say, 25 per cent of the shares of the 
country’s strongest corporations, such as 
American Telephone & _ Telegraph, 
United States Steel, General Motors, 
General Electric, Electric Bond and 
Share, Pennsylvania, Atchison, Union 
Pacific and New York Central railroads, 
provided it does not buy them in the 
excitement of a great public speculation, 
and when the return on them is lower 
than on bonds. Certainly no one with a 
knowledge of values could say that 
there was more risk in such ownership 
than in the junior bonds of numerous 
corporations or in the dollar bonds of 
numerous weak credit countries and 
provinces, which now pass the eye of 
the bank examiner without comment and 
in some states are legal for savings 
banks. 

In view of their past experiences and 
with present shrinkages, banks should 
also hold a larger proportion of short 
term securities. This gives them greater 
strength through having bonds that are 
readily marketable and in which the 
probability of shrinkage is minimized. 
After all, a bank’s investments are for 
the purpose of employing surplus funds 
when commercial demands are _ low 
and establishing a secondary reserve. 
They are not primarily for profit, 
though unfortunately the American 
banker has been educated to this idea 
in the past five years. 

With all of the emphasis on stocks, 
it is not difficult to foresee a time when 
banking laws will have to be modified 
to permit the purchase and ownership 
of a restricted list of shares of the type 
indicated above. Such a modification 
would be one of the most constructive 
steps that could be taken, and it would 
modify a situation that periodically 
sends a chill over the banking world 
during a time of high money rates. 


New Book 


INVESTMENT POLICIES THAT 
PAY. By Ray Vance. Published by 
B. C. Forbes Publishing Co., New 
York. 291 pages. 

Fundamentals for the individual in- 
vestor are presented here in an informal 
fashion in contrast to a series of statis- 
tical demonstrations. Investors are 
treated as ordinary everyday people and 
their problems are so considered instead 
of from the standpoint of the theoretical 
investor whose situation is unlike that 
of any real person. 
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It Pays To Pay 


(Continued from page 1015) 


aries of the bank’s officers were based 
on the earnings. 


Financial Tin Gods 


E are assuming that a dividend 

has been earned. The question is, 
whether to pay it to the stockholders or 
put it into surplus. No stockholder has 
ever had the nerve to breathe the thought 
that he possibly could invest the divi- 
dend to better advantage himself. He 
has been used as a marionette so long 
by the directors and is so wholly sold 
on his institutio:. that he thinks he has 
an interest in the United States Mint. 
The average stockholder looks up to 
bankers as financial tin gods. Some have 
had their ideals shattered by a curt re. 
quest from the Banking Department to 
pay an assessment. 

I am strongly of the opinion that, in 
some cases, a mistake has been made by 
leaving dividends in the bank to be in- 
vested by the officers. Along this line 
the fact should not be overlooked that 
if the profits are paid to the stockholder 
bankers are relieved of that additional 
responsibility. 

However, there is a class of stockhold- 
ers who are unconsciously speculating 
in bank stocks. They are perfectly will- 
ing to allow their dividends to accumu- 
late in surplus, feeling that their stock 
is worth, at all times, what they paid for 
it plus accumulations. That, in the 
future, through consolidations or chain 
banking they will be able to turn their 
stock in at a handsome profit. 

The question of the amount of divi- 
dends to pay now presents itself. As- 
suming that the proper deductions have 
been made for bad and slow paper and 
depreciation, what should be considered 
a fair dividend? Again, taking the point 
of view of the stockholder, who puts his 
money into the stock, assumes a double 
liability, places his reputation behind the 
bank and, in the average case, places 
not only his individual fortune, but that 
of his family behind the success or fail- 
ure of the venture, he is entitled to first 
consideration. With the brush of a barn 
painter, I would simply say that the 
stockholder should be paid in dividends 
the double liability assumed at as early 
a date as possible. When this is done a 
still more conservative business should 
be conducted which spells less profits. 
Then dividends should be paid only in 
line with what money is worth. By that 
I mean the highest loaning rate of the 
bank and not what it pays on time loans. 
The great danger of paying a stockhold- 
er large dividends is that, being only 
human, he gets dividend hungry. When 
a stockholder is of that class he should 
be eliminated as soon as possible. He 
is a most dangerous element to a bank. 


Has All the Virtues 


GAIN assuming that a proper re- 
serve has been set up for the safety 
of the bank, the question arises—how 


The RIGHT WAY to Establish 
The SERVICE CHARGE 


HE Service Charge may be accepted by de- 

positors as fair and necessary, or it may be 
resented as unjust and unwarranted. It all de- 
pends upon how it is presented by the bank, 
or group of banks. 

Preceded by educational publicity, the Serv- 
ice Charge invariably is successful. But where 
it simply is announced to a public altogether 
unprepared to receive it, it is bound to in- 
volve the banks in endless difficulty. No in- 
stitution can afford to experiment with the 
Service Charge. It is a banking measure which 
calls for both banking and publicity experi- 
ence. 


HE Collins Service, for many years, has 
prepared educational publicity for the treat- 
ment of unsatisfactory Checking Accounts as 
well as plans for the installation of the Serv- 
ice Charge. These special programs, which 
have been highly endorsed and recommended 


by the foremost authorities on the Service 


Charge in 


the banking fraternity, are ar- 


ranged with copy especially written to suit 
local conditions. 
This is the right way to inaugurate the Service 


Charge. 


If you are interested in the Service Charge, 
or simply in encouraging larger checking bal- 
ances, we shall be glad to assist you. Ask 
for further information—no obligation what- 


ever. 


THE COLLINS SERVICE 


Financial Advertising 


Main Office: 1518 Walnut St. Production Plant: 226-240 Columbia Ave. 


PHILADELPHIA 


much should go to surplus and how much 
to dividends. Theorists tell us that a 
bank should immediately build up a sur- 
plus of from 50 per cent to 100 per cent 
of its capital. That sounds most log- 
ical on its face, is the best business pol- 
icy; enhances the value of the stock; 
adds increased safety for depositors; 
and, in fact, helps to guarantee the de- 
posits. It has all the virtues and none 
of the vices of our present-day thought. 

But we have yet to deal with our- 
selves. We are not all machines which 
do the clockwork bidding of some head 
of a chain of banks in some distant city. 
To me, theoretically, a large surplus 
is a fine thing. From a practical point 
of view I look upon it as a source of 


danger. I defy any banker to sit down 
for five minutes and analyse this prop- 
osition. I believe I am safe in saying 
that he will tell me that a large surplus 
is a questionable asset to the stockhold- 
ers. As quick as it is accumulated we 
unconsciously know that we have one 
fine feather bed to light on if anything 
goes wrong. It naturally follows that 
we are apt to lose our pep in keeping our 
institutions right up to snuff. There is 
nothing better to keep a hanker on his 
tiptoes than to know that when he gets 
out on a limb it is up to him and no 
one else to get the bank out of the 
dilemma. There should be no hay stack 
to land upon as there is nothing that 
brings us to our senses quicker than 
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Co-operation 


W ees and the ability to 
perform any service are the prime 
requisites of a bank. Our unlimited facilities, 
here and abroad, equip us to serve you. A 


friendly bank where it’s a pleasure to do business. 


The Foreman National Bank 
The Foreman Trust And Savings Bank 


La Salle and Washington Streets, Chicago 


RESOURCES EXCEED 125 MILLION DOLLARS 


WITHOUT THE AID OF CONSOLIDATION 


to hit good old mother earth on both 
feet. Sometimes the jolt loosens our 
teeth but we always remember the first 
jolt and seldom take the chance of a 
second one. Another item that should 
be kept in mind when accumulating a 
surplus against the payment of divi- 
dends is the question of taxes. If the 
state is treating its banks fairly there 
is an inducement to build up a good sur- 
plus if they do not forget themselves and 
start using it as a cushion. Should a 
bank pay the general property tax it is 
more or less suicidal for it to build up 
a surplus. It is simply forced to charge 
back those excessive taxes to its custom- 
ers so that it can pay a dividend on the 
surplus. If the tax is about the same as 
on moneys and credits after the proper 
deductions have been made and stock- 


holders taken care of the matter of sur- 
plus can be considered. 


Bound by Tradition 


EVERY bank should pay a dividend 
and place something to surplus. The 
psychology of it is good and the adver- 
tising value unlimited. The public 
watches the banks more closely than 
they think. They have confidence in a 
bank that pays dividends and when it 
ceases to so do the confidence gained 
starts slipping out the door. There is 
nothing that succeeds like success. 
When it is all said and done we al- 
ways get back to the theoretical side of 
the question. We are all bound more or 
less by tradition and custom far more 
than we will admit. If dividends are to 


April, 1929 


be paid and the safety of the depositor 
and stockholder considered, certain fund- 
amentals must be considered and ap- 
lied from a practical point of view. Per- 
sonally, I believe a bank’s profits should 
be handled about as follows: 

First, bad paper should be eliminated. 

Second, proper reserves should be sect 
up for slow paper to cover the average 
for a term of ten to fifteen years. 

Third, the usual depreciation should be 
taken. 

Fourth, other real estate owned should 
be charged down to at least 20 per cent 
of its earning value and then eliminated 
at as early a date as possible without 
further loss. 

Fifth, dividends should be paid quar- 
terly. 

Sixth, net earnings should be divided 
equally between dividends and surplus 
until the ratio of capital and surplus is 
one to twelve to the deposits. When that 
ratio is reached it should be continued, 
but stock dividends instead of cash 
should be paid out of the amount that 
has been going to surplus. When that 
point is reached the stockholders should 
receive a dividend equal to the highest 
loaning rate of the bank. Any surplus 
of this dividend fund should then be sub- 
divided, and the employees paid a fair 
bonus based on the earnings of the bank 
for the year. The balance, if any, should 
be divided equally between the stock- 
holders and employees on the basis of 
stock held and salary received. 


A Profit-Making 


Conference 
(Continued from page 959) 


pany, Red Wing, Minn.; “The Correct 
Dividend Policy for a Country Bank,” 
M. Plin Beebe, president, Bank of Ips- 
wich, Ipswich, S. D. (Mr. Beebe’s ad- 
dress appears elsewhere in this issue.) 
The afternoon session of the second 
day, the final of the conference, was de- 
voted to secondary reserves and security 
buying with the following on the stated 
program three of which papers by 
Messrs. Wright, Nahm and Stephens are 
given in this issue of THE JOURNAL: 
“Building and Maintaining a Secon- 
dary Reserve,” Paul Abt, vice-president, 
Southern Illinois National Bank, East 
St. Louis, Ill.; discussion, led by L. A. 
Andrew, superintendent of banking, 
Des Moines, Iowa; “What Are the Tests 
of a Sound Bank Investment?” G. L. 
Daane, president, Grand Rapids Savings 
Bank, Grand Rapids, Mich.; discussion, 
led by F. B. Bernard, president, Mer- 
chants National Bank, Muncie, Ind.; 
“The Investment Program of My Bank,” 
Omar H. Wright, president, Second Na- 
tional Bank, Belvidere, Ill.; “Balancing 
an Investment Program with Particular 
Reference to Commercial Paper and 
Call Loans,” Max B. Nahn, vice-presi- 
dent, Bowling Green Trust Company, 
Bowling Green, Ky.; discussion, led by 
Clarence A. Gilbert, Rockford Trust 
Company, Rockford, Ill.; program sum- 
marized by Dr. Paul W. Atkins, Ames, 
Emerich & Co., Chicago; “Principles 
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Into Practice,” Dan V. Stephens, presi- 
dent, Fremont State Bank, Fremont, 
Neb. 

There was general gratification among 
the conferees over the practical value of 
the meeting which had been designed to 
help country bankers, and in which the 
discussions were by country bankers. It 
was felt that this conference marked the 
opening of a new era for many banks, 
pointing as it did to practicable ways 
for greater safety, more efficiency, and 
more equitable profits. There was in 
consequence a general demand for the 
publication of the entire proceedings and 
a desire that the complete papers and 
addresses be made available not only to 
those who were present but it was felt 
that the value of the conference was so 
great that the proceedings should be 
made available in the last detail to bank- 
ers everywhere. As S. J. High, presi- 
dent of the People’s Bank & Trust Co., 
Tupelo, Miss., put it, “We always look 
back in the past to some outstanding 
meeting we have attended and talk about 
it for years to come. This will be one 
of them.” 

The proceedings will be published at 
the earliest possible day and will be 
available in a few weeks at a price from 
the Clearinghouse Section of the Ameri- 
can Bankers Association. 


Eastern Savings Meeting 


annual Eastern Regional Savings 
Conference under the auspices of the 
Savings Bank Division of the American 
Bankers Association was held in New 
York on March 21 and 22. The four 
sessions of the meeting attracted an un- 
usually large attendance. 

At the opening session of Thursday, 
March 21, the President of the Savings 
Bank Division, Taylor R. Durham, vice- 
president of the Chattanooga Savings 
Bank and Trust Company discussed the 
increasing importance of savings. He 
was followed by James P. Hart, presi- 
dent Savings Banks Officers Club, Union 
Savings Bank, Fall River, Mass., who 
analyzed the effect of Christmas and 
other savings clubs upon the savings 
habits of the people. 

The afternoon session ‘on Thursday 
opened with a demonstration of the 
value of branch banks in the savings 
business by G. Herbert’ Boehm, vice- 
president, Provident Savings Bank, Bal- 
timore, Md. T. W. Murray, executive 
vice-president Union Savings Bank, Bos- 
ton, surveyed the question of whether 
a bank is justified in imposing restric- 
tions on savings deposits in order to 
maintain its dividend rate and W. S. 
Van Dyke, vice-president Peoples Sav- 
ings Bank and Trust Company, Pitts- 
burgh, presented a new _ installment 
mortgage plan for purchasing homes. 

At the morning session on Friday 
Edward A. Richards, president, East 
New York Savings Bank, Brooklyn, de- 
scribed the advantages to banks in the 
wider use of guaranteed mortgage bonds 
and participations; Gaillard L. Oliver, 
educational director of the Monroe Cal- 
culating Machine Company, spoke on 


How a Bank Obtained 


New Business” 
From an Old Account 


MIDDLEWEST BANK was using Poor’s Register in 
their new business department. They found that 

the afhliations of an executive vice-president of a con- 
cern whose account they already had put him in a 
position to help them obtain the accounts of several 


additional companies. 


With this information they were able to secure four 
additional and very substantial accounts. 


POOR’S REGISTER 


gives a wealth of information on the business affilia- 
tions of the men who are running America’s business— 
invaluable in the building of new accounts. The 1929 
edition, ready for immediate delivery, contains the 
names and connections of 70,000 important American 
business men, presented alphabetically and geographi- 


cally 


Write for explanatory Booklet, 


sent free on request. 


Poor's 


33 BROADWAY 


NEW YORK 


Whitehall 0460 


approved methods of figuring interest 
on savings deposits and Sarah J. Mac- 
Leod, director Home Economics Bureau, 
the Society for Savings, Cleveland, told 
of methods for bringing into general 
use the principle of budgeting in the 
home. 

Speakers at the final session on Fri- 
day afternoon were Allan B. Cook, vice- 
president, Guardian Trust Company, 
Cleveland, on campaigns for deposits; 
Orrin C. Lester, vice-president Bowery 
Savings Bank, New York, on the poten- 
tialities of the savings account as a busi- 
ness builder and Harvey Blodgett, of 
New York, on guide posts to independ- 
ence, which was an exposition on adver- 
tising. 


Foreign affairs featured the enter- 
tainment program of the conference. 
The present crisis in Mexico was dis- 
cussed by Dr. Samuel G. Inman, secre- 
tary of the Committee on Cooperation in 
Latin America, New York, at the lunch- 
eon on Thursday. At the banquet 
Thursday evening conditions in Russia 
were outlined by Colonel Hugh L. 
Cooper, of New York and the paths to 
permanent peace were charted by Ralph 
Hayes, vice-president, Chatham Phenix 
National Bank and Trust Company, 
New York. Modern China was the sub- 
ject of an address at the luncheon on 
Friday by Dr. Chang Po-Ling, president 
of the Nankai University, Tientsin, 
China. 
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With a telesraphic ear 
to the Nation’s Needs 


wift & Company keeps in touch with the changing de- 
mands of all parts of the country. More than 7000 tele- 
grams are sent and received in a single day by the Chicago 
General Office. 

Marketing Swift’s products keeps a huge organization 
working at a telegraphic tempo. 

The retail store where you buy Swift’s Premium Hams 
and Bacon is only one of the thousands that must be sup- 
plied by Swift & Company at the right time with the right 
amount of the right kind of meat. 

It is a problem! And the story of how it is solved makes 
interesting readingin the Swift & Company 1929 Year Book. 
You will find much of interest and value to you 
in this book. Please mail the coupon below for 4 


a free copy. Swift & Company 


Swift & Company, 
4008 Packers Avenue, Chicago, Illinois 
Please mail me free a copy of Swift & Company’s 1929 Year Book 
Name__ 
Address 
City State 


1929 YEAR BOOK 


New Books 


BANKING AND BILLS OF _ EX-_ most of the states of the United States. 
CHANGE. Fourth Edition. By John The book devotes a detailed discussion 
Delatre Falconbridge, Dean of the to the troublesome subject of the con- 
Osgoode Hall Law School, Toronto, flict of laws with respect to bills and 
Canada. Published by Canada Law notes. 


Book Company, Ltd., Toronto. 911 
pages. INCOME TAX PROCEDURE, 1929. By 


A text book of the law of banks and Robert H. Montgomery. Published by 
banking, clearing houses, currency, bills, The Ronald Press ae New 
notes, checks and other negotiable in- York. 738 pages. Price $7.50. 
struments in the Dominion of Canada. The book is a supplement to 1927 
Direct comparisons are made with the Income Tax Procedure, bringing forward 
Negotiable Instruments Act in force in the procedure for determining the net 


income and tax, the preparation of re- 
turns and payment under the 1928 law 
and the 1929 regulations. 


FEDERAL TAX PRACTICE. By Robert 
H. Montgomery. Published by The 
Ronald Press Company, New York. 
757 pages. Price $10.00. 


A manual of practice before the Treas- 
ury, the Board of Tax Appeals and the 
Federal courts for lawyers, accountants 
and others who handle contested cases 
arising out of the income tax laws of 
any year. 


CORPORATION PROFITS. By Lau- 
rence H. Sloan. Published by Harper 
and Brothers, New York. 365 pages. 
Price $3.50. 

A study of the size, variation, use and 
distribution of corporations in a period 
of prosperity. The book is designed to 
aid the owner of corporate securities to 
a fuller understanding of the meaning of 
profits and the analysis of profit state- 
ments. Official reports of leading Amer- 
ican industrial concerns are used in ex- 
emplifying the financial condition of cor- 
porations. 


MERGERS AND THE LAW. Published 
by the National Industrial Conference 
Board, New York. 153 pages. Price 
$3.00. 

An inquiry into the question of whether 
existing anti-trust laws, adopted to deal 
with business organizations and methods 
characteristic of an earlier generation 
are well suited to the conditions which 
confront present day American business. 
The primary purpose of the study is to 
trace the development of public policy 
toward corporate consolidations and to 
set forth, in broad outline, the modifica- 
tions which this policy has undergone in 
recent years, and its status at the pres- 
ent time. 


THE NEW INDUSTRIAL REVOLU- 
TION AND WAGES. By W. Jett 
Lauck. Published by Funk and Wag- 
nalls Co., New York. 317 pages. 
Price $2.50. 

A study of the radical changes in 
American theory and practice which 
have come into being since the World 
War and created the present era of 
prosperity in the United States. 


THE FRENCH FRANC. By Eleanor 
Lansing Dulles, Ph.D. Bryn Mawr 
College. Published by the Macmillan 
Company, New York. 534 pages. 
Price $6.50. 

A narrative of post-war currency de- 
preciation describing the various crises 
of French financial life from the out- 
break of the war in 1914 through the 
final act of stabilization in 1928. 


THE BUREAU OF ENGRAVING 
AND PRINTING. By Laurence F. 
Schmeckebier. Published by the 
Johns Hopkins Press, Baltimore. 99 
pages. Price $1.50. 

The book is one of a series of mono- 
graphs on the various agencies of the 
United States Government, issued by 
the Institute for Government Research 
of the Brookings Institution. 
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Southern Trust 


Conference 


| aor on different phases of trust 
banking, both from southern states 
and other parts of the country, will pre- 
sent the latest developments in this field 
before the second southern trust con- 
ference, which will be held at Atlanta, 
Ga., April 19-20, under the auspices of 
the Trust Company Division, American 
Bankers Association. 

“The results of the first southern trust 
conference held at Chattanooga last year 
proved to be of such practical value that 
the American Bankers Association has 
decided to make the southern conference 
an annual event,’ said A. V. Morton, 
President of the Trust Company Divi- 
sion, in announcing this year’s arrange- 
ments. 

“The program will deal not only with 
the newest phases of fiduciary service, 
but also will cover the first- steps in 
trust work—the organization and devel- 
opment of the southern trust department. 
In framing the program we have sought 
the views of many active trust men in 
the South, as it has been our desire to 
make the conference of the utmost prac- 
tical value. The speakers include offi- 
cers of some of the largest trust com- 
panies in the country and also six rep- 
resentative southerners who have had 
actual experience in successfully devel- 
oping trust business in the southern 
states. Particular attention is to be 
paid to the problems of the trust de- 
partment in the smaller southern cities, 
although the program will be of inter- 
est to trust men from the larger centers 
as well.” 


The City Bank’s 
Explanation 


NE of the most dramatic moments 

in a money market now almost ac- 
customed to spectacular developments 
came during the last week in March, 
when, with the call rate at 20 per cent 
and a shortage of funds for financing 
the stock market becoming acute, the 
situation was relieved by a number of 
New York banks under the leadership 
of Charles R. Mitchell, president of the 
National City Bank. 

In view of the persistent effort of 
the Federal Reserve System to contract 
credit for speculative purposes, the offer 
of bank funds for call loans at the time 
was interpreted by some as a challenge 
of reserve policy. This assumption is 
scouted in the general review of busi- 
ness conditions for the month, issued by 
the National City Bank, and which may 
be taken as the official explanation of 
why steps were taken to relieve the tem- 
porary credit stricture. The review 
says: 

“During the last week of March these 
large credit demands, including shift- 
ing of balances in connection with in- 
come tax payments and in preparation 
of quarterly disbursements of dividends 
and interest, combined with the substan- 
tial withdrawal of funds from the New 


HE consistent 

richness of the 
interior of The 
National Bank 
of Catasauqua, 
Pa., is in keeping 
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with the town’s 
long standing 
wealth. Bronze 
and imported 
marble are the 
chief materials. 


an 
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The People Really Rule 


_— politicians would have us believe that this country’s affairs 
are not controlled by popular choice. This may be true of some 
governmental matters, but in every day transactions, upon which ‘all 
business in the last analysis depends, the public usually does get 


what it wants. 


Successful merchants have learned that it pays to serve public 


demand. 


It is the public’s preference that dictates the selection of 


the entire stock of such a store as Wanamaker’s or Marshall Field’s. 


A banker has nothing to sell in packages; that is true. 
service he offers has neither color, shape, nor size. 


ue. The _ 
Lacking such 


attributes, the problem of making his service appeal to the ptos- | 

pective customer leads him to a different solution. ——— 
No banker tolerates a teller whose every contact betrays a grouch. . 

Bankers value the employees who can infuse cordiality into every 


transaction. 


bank buildings is their response. 


Inadequate and ungraceful buildings meet the same 
response as grouchy, incompetent employees. 
to — this and the unprecedented number of new and better 


Bankers are coming 


TILGHMAN MOYER COMPANY 


The Design, Construction and Equipment of Bank Buildings 


ARCHITECTS 


H4 VE you read the booklet, ‘Building the 
Bank for Business’? Leonard P. Ayres, 
V. P., of the Cleveland Trust Co., comments 
on it, I am genuinely interested in the sub- 
ject and in the book.”’ The subject matter 
describes the principles of sound bank build- 
ing; not how these principles ought to work, 
but how they are working for the success of 
many bankers. 

A copy will be mailed you with no obliga- 
tion. Simply fill in and mail the coupon. 


York call loan market, resulted in a 
scarcity of call money that sent the rates 
up to 20 per cent and caused a sharp 
reaction in stock prices. Prompt action 
by New York City banks, however, in 
offering to provide funds to take care 
of the market’s requirements, served to 
avert any fears of a money panic. 

“The National City Bank fully rec- 
ognizes the dangers of over-speculation 
and indorses the desire of the Federal 
Reserve authorities to restrain excessive 
credit expansion for this purpose. . At 
the same time the bank, business gen- 


ENGINEERS 


TILGHMAN Moyer ComPANy, Allentown, Pa. 


Gentlemen: Without obligation, please mail 


me a copy of the booklet “Building the Bank 
for Business.” 


Name:_ 
Address: 


erally and, it may be assumed, the Fed- 
eral Reserve banks, whose policies over 
the past year have been marked by mod- 
eration, wish to avoid a general collapse 
of the securities markets such as would 
have a disastrous effect on business. 
“It is evident from the way money 
has acted here in the past few days that 
the crisis has passed and the incident 
is a closed book. At the same time it 
would be unfortunate that any action 
taken by this bank during the emergency 
should have created the thought. that our 
views, again and again expressed, as to 
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OUR OFFERING LIST WILL BE MAILED REGULARLY UPON REQUEST 


A National Name 


Seven thousand banks throughout the coun- 
try have included GMAC short term notes 
in their portfolios. These notes are direct 
obligations of a national institution and are 
available in convenient maturities and 
denominations at current discount rates. 


GENERAL MOoTorRsS 
ACCEPTANCE CORPORATION 


OFFICES 


IN PRINCIPAL CITIES 


Executive Office -- BROADWAY at 57TH STREET ~ New York City 


CAPITAL, SURPLUS AND UNDIVIDED PROFITS - OVER $55,000,000 


DRAFTS ELIMINATED 


with BURLINGTON VENETIAN BLINDS 
which also give a proper diffusion of light 
and at the same time soften the sun’s glare. 
Ask for Catalogue 


BURLINGTON VENETIAN BLIND CO. 


276 Pine Street, Burlington, Vermont 


BURLINGTON 
VENETIAN £ 
BLINDS 


undue expansion of the credit structure, 
had changed. 

“That there has been a most unusual 
expansion in credit is a fact that is gen- 
erally admitted, and that the largest ele- 
ment in that expansion is so-called specu- 
lative loans must also be recognized. 


“With this crisis past the people of 
the country would be generally well ad- 
vised to bear in mind the condition of 
the credit structure, and voluntarily see 
to it that in their loan accounts they 
maintain wider margins and lean less 
heavily on the credit structure.” 
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Everybody’s Business 


(Continued from page 1026) 


Guidance Lacking 


MOST logical deduction from this 

statement is, that the American 
business man can look to his bank for 
guidance and _ suggestions regarding 
business administration. In too many 
quarters that guidance and those sug- 
gestions have not been forthcoming. 
An increasing number of bankers are 
taking an intelligent interest in business 
administration at large. A few bankers 
have made notable contributions to busi- 
ness literature. An increasing number 
of them are taking part intelligently 
and constructively in the management 
movement. Such bank executives are 
invariably winning the confidence of 
business men because such executives 
can talk in the business man’s terms. 

An increasing number of banks are 
applying to internal bank management 
some methods, or their adaptations, 
which may be found in public utilities, 
in life insurance companies, in depart- 
ment stores and in manufacturing com- 
panies, such as analysis of office jobs, 
the rating of office employees, the 
classification of office jobs, the setting 
of salary standards for different types 
of jobs and the measurement of output 
of office employees and salary revisions 
based on the records of output. 

When internal bank management 
gives consideration to these policies and 
methods and when banking at large 
embraces policies which are _ rapidly 
becoming so general in the commercial 
and manufacturing world, bankers and 
business men will understand each other 
better. Then bankers will be of more 
genuinely constructive service to their 
customers and their loans will be better 
protected and there will be a closer 
control of the credit structure and a 
greater stability of business in which 
the whole public is vitally interested. 


banking world has been less 
inclined to accept this point of view 
than some other types of financial in- 
stitutions and, with notable exceptions, 
banking is not famous for constructive 
attention to internal administration 
problems or for exchange of experience 
with other types of business. 

It is, however, becoming a more and 
more accepted principle that banks must 
take a constructive interest in the 
methods and policies and activities of 
their clients. A recent study of com- 
mercial banking services made by the 
New England Council emphasizes the 
rapidly increasing percentage of banks 
which are not only providing commercial 
banking services, but which also realize 
that the greatest service a bank can 
render to its customers, its community 
or its correspondent banks is to offer 
suggestions. One banker says: 

“The greatest service is the offering 
of constructive suggestions. No, I will 
take that back. Sometimes just as 
great a service is rendered by making 
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the suggestion that a concern should 
liquidate. Make suggestions either con- 
structive or restrictive. That is the 
greatest service.” 

In rendering this type of service, it 
is important that the bank should or- 
ganize for service, that having organized 
for service, it should obtain and analyze 
the facts, and finally, that it should 
suggest and stimulate action based on 
facts. The great majority of banks 
perform such_ services primarily 
through their loaning officers with their 
customers classified according to alpha- 
betical order, territorially or by lines 
of industry. An increasing number of 
banks maintain an industrial depart- 
ment, some of which even go so far 
as to install a budget system, make 
suggestions regarding marketing meth- 
ods or even factory methods. Doubt- 
less, in some cases, this type of service 
may be resented by clients, but it may 
safely be assumed that it is never 
resented by progressive companies. 


Profit Producing 
Policies 
(Continued from page 1011) 


due to 
plans. 

A study of the foregoing laws also 
makes it self-evident why “overall” com- 
parisons of expense ratios either as 
percentages of gross income, per $100 of 
earning assets or per $100 of deposits 
between banks or groups of banks, 
whether of the same size group or not, 
are relatively meaningless when used to 
determine, if possible, if a given bank is 
“out of line” on various expense groups. 
Hence, a bank should not congratulate 
itself too much if, for example, its 
salaries and wages ratio is below that 
of an average of other banks; nor should 
it take it too much to heart if it is 
above such an average. An institution 
whose ratio seems high with that of the 
compared may have a far better man- 
aged bank from a standpoint of the 
cost of handling the business involved, 
than the bank which has a ratio below 
that of the average. 


improper account development 


Start at the Top 


MAX* bank managers are confident, 
that though they have failings, 
they certainly do not lie in the field of 
organization, hence bank organizations 
have either suffered neglect or distortion. 
They have either been allowed to grow 
wild or have been twisted and turned 
to suit the particular requirements of 
the moment. 

Before one can successfully attempt to 
reorganize the work of a bank one must 
have a clear understanding of what is 
involved in organization work. 

Policies determine the objective and 
the means to reach the objective, but 
they are unavailing unless the organiza- 
tion can effectively apply them. 

Administration is the function con- 
cerned in the determination of policy. 
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In Every 


Investment 
Problem 


We offer our custom- 


ers unbiased judg- 


ment based upon 


up-to-date analysis 


and the experience 
of 105 years. 


THE 


CGHEMICAL 


NATIONAL 


BANK 


OF NEW YORK 
FOUNDED 1824 


Main Office: 165 Broadway 


Management is the function concerned 
in the execution of the policy. 

Organization is the process of so com- 
bining the work of individuals, or groups, 
as to provide the best channels for the 
efficient, systematic, positive and coordi- 
nated application of the available effort. 

Administration defines the goal; man- 
agement strives toward it; organization 
is the machine of management in its 
achievement of the ends determined by 
administration. 

A most peculiar characteristic of in- 
ternal bank reorganization work is that, 
in most instances, it commences at the 
bottom among the work of minor clerks 
and seldom reaches the junior officers 
and much less the senior executives. 


If it is essential to reorganize for higher 
profits or better financial position, start 
at the top—for remember that inefficien- 
cy begins at the top and trickles down; 
it does not begin at the bottom and 
trickle up. 


Western Savings Meeting 


ANKERS from Western and Pacific 

Coast States will meet at San Diego, 
Cal., on April 25 and 26°for the West- 
ern Regional Savings Conference. Prob- 
lems in the various phases of savings 
banking are to be discussed. The ban- 
quet of the conference will be held on 
the evening of April 25 at El Cortez 
Hotel. 


= 
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Empire 


When Safety 
MUST 


Come First 


F YOU can’t afford 
to speculate — you 
can have the solid-rock 


safety assured by Empire 


Bonds and also enjoy the 
liberal yield of 514% to 
6%. 

Every issue of Empire 
Bonds carries a strong 
guarantee as to principal 
and interest and is legal 
for trust funds. Every 
Empire Bond issue is se- 


cured by income-earning 
property. 

You cannot find great- 
er safety. Why accept a 
smaller yield? 


EMPIRE BOND & MORTGAGE 
CORPORATION 


535 Fifth Avenue 
New York 


Bonds 


Downey Mechanical Coin Teller 
Sorts and Counts Mixed Coins 


Handling mixed 
coins is accurately 
and quickly done 
with the automa- 

=" tic action of this 
machine. 

Audits school 
savings, home 
banks, fractional 
deposits. 


10 Days’ Free Trial 


The C. L. Downey Company 
941 Clark St., Cincinnati, Ohio. 
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New Models for Old Machinery 


(Continued from page 1016) 


ing from one bank to every 750 people 
in the Dakotas to 2000 to 3000 people 
in a dozen other states in the Mississippi 
Valley. 

We have a striking proof of the fact 
that there has not been enough business 
available in the territory of the banks 
that have been closed to justify the 
number of banks that have been char- 
tered. Hundreds of these banks have 
deposits ranging anywhere from $50,000 
to $100,000. It does not require a 
mathematician to figure out the im- 
possibility of such banks existing and 
supporting qualified bankers. There- 
fore, the first crying need of the bank- 
ing department is power to regulate 
the granting of charters. 

The third power given the board is 
to recommend a budget and fix the 
salaries of the commissioner and ex- 
aminers. The object of giving the board 
this power is to adjust the salaries to 
existing conditions so as to enable the 
board to secure the best talent obtain- 
able not only for the office of commis- 
sioner but for the position of examiners. 
The condition now existing throughout 
the territory shows that the various 
banking departments employ young men 
at low salaries for this important work 
and as rapidly as these men develop 
competency they pass out of the bank- 
ing department’s service into private 
employment where salaries are much 
higher. Thus we are afforded the spec- 
tacle of two-hundred dollar bank examin- 
ers passing upon the banking practices 
of institutions with millions of resources, 
all of which contribute their part to bank 
failures. 


Can Eliminate Danger 


HE fourth power given to the board 

is that of licensing the executive offi- 
cers of banks. The only state in the 
union (that we know of), that has such 
a law at present, is Nebraska and it 
has proven exceedingly practical. Every 
now and then an exploiter or crook gets 
control of a bank but he must get a 
license from the banking department 
before he can take official charge of 
the bank, and the banking department, 
possessing that power, can eliminate 
the danger of later on taking over 
another bank for liquidation. 

This power can also be exerted where 
incompetent men get control of banks 
by preventing the board from putting 
them in charge as executive officers. 
We have found no evil results ftowing 
from the exercise of this power but 
many benefits can be pointed to since 
the law was enacted. But such power 
in a political banking department is of 
little value as it will not be enforced 
regularly. 

The fifth power given to the board— 
that of fixing the policy of bank super- 
vision—is of vital importance to the 
administration of the banking depart- 
ment. The commissioner, of course, is 
the executive officer of the board, and 
the board, as it sits periodically only 


and without pay excepting a per diem, 
will have the power to promote better 
banking practices through the organiza- 
tion of regional districts supported by 
voluntary clearinghouse associations 
such as are now being advocated by the 
Clearinghouse Section of the American 
Bankers Association. A very large 
percentage of our trouble arises from 
the lack of proper banking knowledge 
and through these associations a regular 
educational program can be established 
through the banking department. 

With a system like this in vogue al! 
things are possible in the way of bank 
supervision and bank management. We 
are passing through great changes in 
every phase of life and banking, as we 
knew it yesterday, is rapidly passing 
away. Many bankers are unable to 
change their methods to meet the new 
conditions because they cannot of their 
own initiative change their minds. They 
are heading for the rocks and are en- 
dangering the very existence of neigh- 
boring banks that are properly managed. 


Still In Its Infancy 


HE answer to this problem is a 

properly constituted banking depart- 
ment that is capable of doing the alleged 
impossible, viz., “teaching old dogs new 
tricks.” The old-time banker with a 
large surplus of his deposits on time 
certificates at 4 per cent is losing money 
in his operation but he does not know 
exactly what particular thing is causing 
his loss. Furthermore, he is not only 
losing money in the operation of his 
bank by paying 4 per cent on time de- 
posits, but he is in a fair way to lose 
the principal as well. Bond brokers are 
abroad in the land and his customers are 
becoming familiar with other kinds of 
investments than certificates of deposit 
in the bank, with the result that his 
time money is being gradually leeched 
away from him and invested at a higher 
rate of interest. 

It is only a question of a few years 
till the country banker will be wholly 
dependent upon the profits that he can 
make from his savings and checking 
accounts because he has not yet adopted 
the policy of running his bank as a 
service station for the community and 
charging for his services accordingly. 

The campaign of the American Bank- 
ers Association for the introduction of 
this policy of service charges against 
small accounts is still in its infancy 
and there are yet thousands of banks 
that have scarcely heard of it or know 
what it is about. There is an immense 
amount of work yet to do along this 
line to convince these men that their 
banks will ultimately have to change 
their policies and adopt a system of 
service charges or go out of business. 
There is not enough profit arising from 
the lending of 4 per cent money on local 
loans to grease the bank’s machinery. 
Something else must be done to add to 
the income to keep the old craft afloat. 

There are cities of considerable size 
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in the Middle West where a service 

charge against small accounts has not 

yet been adopted and, where the banks 

here and there have adopted it as a 

rule, they have one or more competitors 

in the neighborhood still operating under 

the old plan. Many bankers actually 

believe that such a practice will drive 

business away and reduce profits. Some 

of these banks will run along on the . ; ; 
verge of insolvency for the want of HE utility services of the National Electric Power 


corning Company’s subsidiaries have been an appreci- 
charges but continuing the old policy in 
meeting the new conditions of business. able factor in the industrial and agricultural develop- 


, ment of the Eastern United States. They also have 

Convention Calendar been important to the progress of the more than 

STATE 1,600 communities served. 

DATE ASSOCIATIONS PLACE 
April 19-20 Florida Pensacola 
April 24-25 Louisiana Lake Charles 
April 26-27 New Mexico Las Vegas tric generating plants throughout the territory assures 


May Rhode ~~ —_— prospective industries of an adequate supply of power 
ast Providence 
May 28 Arkansas Little Rock and also provides an ample and economic flow of 


May 9-10 Tennessee Nashville electricity for the varied uses of farm and home. 
May 14-15 Mississippi Biloxi 
May 14-16 Texas Galveston 
May 15-17 Pennsylvania 
Atlantic City, N. J. 
May 16-17 Missouri 
Excelsior Springs 


May 16-18 New Jersey Atlantic City NATIONAL ELECTRIC 


May 17 New Hampshire 


M hest 


May 22-23 Maryland Atlantic City, 
N. J. 


Favorable inter-connection with steam and hydro-elec- 


May 22-24 Ohio Columbus 
May 22-24 Kansas Hays 
May 23-24 Alabama Montgomery 
May 28-30 Georgia Atlanta 
June .... Maine Poland Springs 
June 6-7. South Dakota Rapid City You get 
June 11-12 Wisconsin Milwaukee 


June 12-15 California Sacramento 
June 13-14 West Virginia Bluefield pe ; and a 7% yield 
June 14-15 Connecticut, Swampscott, 

Mass. Ege : An investment in Cities Service Company 
June 14-15 Massachusetts : Common stock is an investment in an organ- 
ization serving more than 4,000 communities 
June 17-19 Minnesota Minneapolis with essentials of modern life—electric light 


“ie rate in 2 
June 17-19 New York po ge gg and power, natural and manufactured gas, and 


Toronto, Canada and in foreign coun- petroleum. 
June 18-20 South Carolina — Add to this protective feature of diversifi- 
Greenville cation a yield of about 7% in cash and stock 
June 19-21 Illinois Aurora and you have a security to buy and hold. 
: une 20-21 Kentucky Paducah 
une 20-22 District of Columbia 
Montauk Beach, L. I. scone 
June 20-22 Virginia 
Old Point Comfort 
June 20-22 Washington Spokane 
June 21-22 Colorado 
June 24-25 Idaho Idaho Falls 
June 24-26 Iowa Des Moines 
June 24-27 Michigan Charlevoix _ —— 
June 25-27 North Carolina Asheville 
July 19-20 Montana Billings 19-20 Second Trust Sept. 30-Oct.3 American Bankers Assn. 
Aug. 30-31 Wyoming Lander Conference Atlanta, Ga. San Francisco, Cal. 
Sept. 11-12 Indiana Evansville 10-14 Reserve City Bankers Oct. 7-11 International Thrift Con- 
Nov. 8-9 Arizona Phoenix Detroit, Mich. gress London, England 
OTHER 10-14 American Institute of 
DATE ASSOCIATIONS PLACE Banking Tulsa, Okla. SAVINGS BANK DIVISION REGIONAL 
April 15-18 A.B.A. Executive 14-15 New England Bankers CONFERENCE 
Council Bilox, Miss. Swampscott, Mass. April 25-26 San Diego, Cal. 


HENRY L. DOHERTY & CO. 
60 Wall Street, New York City Address 


21-22 
June 11-12 North Dakota Nation-wide Diversification 
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Write for BTI | 


| Guttag Bros. 


16 Exchange N. Y. 


‘Theodore Prince 
& Co. 


Members New York Stock Exchange 
Members New York Curb Market 


RAILROAD BONDS 
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BONDS 
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UNLISTED STOCKS 


Equitable Building 
120 Broadway 
New York 
Ist Nat'l Bk. Bldg. Packard Bldg. 
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Condition of Business 
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of stock were offered for sale. There- 
fore such securities are not such desir- 
able collateral as are well-known and 
seasoned issues. Stocks listed on the 
exchanges are, as a rule, better known 
and have a wider market than do the 
unlisted or over-the-counter issues. 
Shares of the numerous. investment 
trusts which have been organized in the 
last two years are very difficult for the 
banker to value for collateral purposes, 
since many of them do not publish a 
financial statement or give out any in- 
formation as to their actual assets. 
Without such details the investment 
trust is no more than a blind pool so 
far as the banker is concerned, and the 
only market for the issue may be the 
trust itself, even though the actual hold- 
ings may be high-class stocks and bonds 
upon which the banker would gladly 
lend if the customer has purchased the 
underlying shares himself instead of 
merely a participation. 


Bank Stocks 


ANK stocks make up a phase of 

the market that has enjoyed a 
large advance in the general bull move- 
ment. While the pace has been rather 
fast at times, no one would be justified 
in a generalization that bank stocks as 
a class were over-valued. The unusual 
stability in earnings of the banking 
business, the excellent progress that rep- 
resentative banks achieve year after 
year, the profitable interest rates which 
are promised by the tight money situa- 
tion for some time to come, all combine 
to make the future prospects for the 
banking business appear as bright as 
for most any line of enterprise that 
could be cited. 

At the same time, if stocks of banks 
generally are bid up until the dividend 
yield is only one or two per cent on 
market price, and every bank in a city 
finds itself holding large amounts of 
the stock of every other bank in that 
city, much of it carried by clerks em- 
ployed in the institutions, the situation 
will bear careful watching. It is true 
that bank stocks will always bring in 
buyers at a price, yet if a market col- 
lapse should occur and the lender had 
to wait until the yield increased from a 
one-per cent basis to an eight-per cent 
basis, the latter price would be just 
12% per cent of the former; an extreme 
case such as this would wipe out a 100 
per cent margin and 75 per cent of the 
face of the loan. 

The above comments are not given as 
prophecies, or as applying to any par- 
ticular stock or group of stocks, or as 
implying that the general level of stock 
prices is too high or that most market 
quotations are fictitious. We have not 
yet seen, however, the end of the present 
credit stringency and the problem of 
stock prices with which it is so closely 
related. After the recent crisis and re- 
covery there were opinions widely ex- 
pressed that the trouble had passed and 
clear sailing lay ahead. It is true that 
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from individual investors 
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Wall Street was subjected to the fire of | 


20 per cent money without the entire 
banking and brokerage population being 


destroyed, despite numerous minor in- | 
An intelligent analysis of the | 


juries. 
conditions leading up to this credit 
strain, however, will bring the not par- 
ticularly encouraging realization that, 
aside from standing the test of fire, 
no real progress has been made toward 
remedying the evils and the situation 
is back where it was before. 


Special Inducements Offered 
to Bond Buyers 


EFERENCE has been made in the | 
past to the slowing down of the | 


bond market because of the tightening 


in money rates, and to the shifting of | 
new financing from fixed-term obligations | 
backed by prior liens to the equity issues | 
for which investors are showing such | 


a marked preference. Figures showing 


the relative amounts of bonds and stock | 
offerings over the last several months | 


clearly bring out this tendency, but the 
older generation of bankers appears to 
be even more interested, and 
amused, by the special inducements that 
are now so widely used to sell what 
formerly were regarded as preferred in- 
vestments. 


Of the various appendages to bond | 
issues, the principal types are the con- | 
and stock purchase | 
It seems that the American | 


vertible features 
warrants. 
public has become so thoroughly sold on 


the value of common stocks as long term | 
investments that they cannot be inter- | 


ested in an offering unless it includes a 
participation in the possible future 
profits of the concern—unless it supple- 
ments the fixed investment with the 
speculative opportunity to participate 
in the increased earnings and equity of 
the enterprise. There is no reason for 
condemning this tendency, but as it 
occurs in sO many issues coming out at 
the present time it is referred to as 
illustrating the changed conditions in 
investment banking. 

The bond man of not so many years 
ago talked to his customers about sink- 
ing funds and other provisions in the 
mortgage indenture for his protection, 
the number of times interest charges 
were being earned and the amount of 
fixed property behind each bond. The 
salesman today talks about the specula- 
tive opportunities through conversion, 
the earnings per share on the common 
stock and the position of the company 
in this era of mergers. 

A noticeable effect of the tight money 
situation has been a raising of coupon 
rates perhaps one per cent over a year 
ago, for comparable issues, or else a 
lowering of the offering price which 
amounts to the same thing. The recom- 
mendation of Secretary of the Treasury 
Mellon that the present time is advan- 
tageous for the purchase of good bonds 
served to stimulate activity considerably, 
although the bond business has been 
very slow for many months. 

It is hardly convincing to say that 
the outlook for money rates is for firm- 


ness to continue during the remainder | 


even | 
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Stewart-Warner 
Annual Meeting 


NNUAL meeting of 

the Stewart Warner 

Speedometer Corpo- 
ration will be held at 
Richmond, Va., Tuesday, 
April 2, 1929. Stockhold- 
ers will vote at that 
meeting on recapitaliza- 
tion plan involving stock 
split up, also slight 
change of Corporate title, 
the election of directors 
and such other matters 
as may be brought before 
the meeting. Proxies have 
been mailed to all stock- 
holders of record as of 
March 2, 1929. 


STEWART-WARNER 
SPEEDOMETER CORP’N. 
1826 Diversey Pkwy., Chicago 
and subsidiaries 
The Bassick Alemite Corp’n. 

The Alemite Mfg. Corp’n. 

The Bassick Co. 
The Stewart Die-Casting Corp’n. 


Invite the Happy Little 


SONG BIRDS 


to Your Home Grounds 


by putting up houses built to fit the 
needs and habits of each little tribe! 
Enjoy seeing and hearing the beauti- 
ful little song birds singing or work- 
your garden hunting the cut- 
. bugs, moths, caterpillars and 
other annoying insects which devas- 
tate your choice trees, shrubs and 
flowers. Martins feed from the air and 
each one destroys thousands of mos- 
quitoes daily. 


They Are Looking for Homes 


and your thoughtful provision of 
the kinds of homes they like, 
water to bathe in and some simple 
/ toods they crave, will bring multi- 
tudes of beautiful and useful song 
birds to your garden every year. 
DODSON artistic bird houses are a 
feature in the most beautiful estates, 
country clubs and parks all over Amer- 
ica. They are in a class by themselves 
on account of their superiority in de- 
sign, material and workmanship. Sold 
only direct at prices even owners of 
modest homes can well 


Wren House 


Martin House This fascinating book, ‘Your Bird 

of 48 Reems Friends and How to Win Them’ sent 

birds. It illustrates, describes an ves prices on a 

styles of bird houses, shelters, bird baths, special foods, 
ete. Mailed free on request. 


JOSEPH H. DODSON, Inc. 
776 Harrison St. Kankakee, Il. 


of the year, and in the same breath 
to say that we can have a rolling bond 
market. The two cannot be reconciled, 
unless there should occur a general col- 
lapse in stock prices which would release 
brokerage loans and make money easy. 
At the same time, prudent investors, in- 
cluding banks, insurance companies, 
corporations and individuals, can now 
find first-class issues, backed by un- 
doubted security and earning power, at 
prices which make them quite attractive 
from the standpoint of current yield. 
When the money situation returns to 
normal, as history shows it has always 
done in the past, these prime issues 
cannot help but appreciate in value sub- 
stantially and net their holders a grati- 
fying profit. 

Last month there were two syndicate 
offerings of $50,000,000, the Kreuger & 
Toll Company of Germany and the Cities 
Service Company, priced to yield the 
investors slightly over 5 per cent. On 
page 1030 is a tabulation of all issues of 
$5,000,000 or over. 


The Outlook for Money 


casts for the money market at the 
end of March. There was a general 
attitude among bank authorities of 
waiting to see what the Federal Reserve 
System intended to do, with consider- 
able speculation over the possibility of 
another increase in rediscount rates. 
Conditions were complicated during the 


| last week of the month by the sudden 


break in prices on the New York Stock 
Exchange and their equally sharp re- 
covery. 

Prospects of a change in rediscount 
rates are discussed in the Guaranty Sur- 
vey, which says: 

“Should there be no substantial de- 
crease in brokers’ loans in the near fu- 
ture, there is only one solution to the 
problem. When the commercial paper 
rate is 5% to 6 per cent and the ac- 
ceptance rate is 5% to 5% per cent, a 
5 per cent rediscount rate is distinctly 
out of line. There is little doubt that 
the reserve authorities have refrained 
from raising the rate because such a 
step would, temporarily at least, fur- 
ther increase the cost of money for 
business purposes. However, the ab- 
sorption of funds in a speculative de- 
bauch may easily reach a point where 
the potential danger to business would 
be much greater than any burden that a 
higher rediscount rate could possibly im- 
pose. The patience of the reserve au- 
thorities so far indicates that it is their 
desire to let the situation work itseif 
out through natural channels, but in the 
final analysis it is within their discre- 
tion to determine the time when the bur- 
dens imposed on business by a higher 
rediscount rate will be justified by the 


elimination of those of a more serious_ 


nature.” 


Through our group subscription plan 
many members of the bank staff may be 
provided with their own copies of the 
JOURNAL as a small cost to the bank. 
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Municipal Bonds 


Safety of Principal 
All Maturities 
Alf Denominations 


Tax Exemption 


to 6.00% 


Write for Offerings 
and Bank Discounts. 


Incorporated 1910 
MUNICIPAL BONDS 
39 South La Salle St., Chicago 
New York Detroit Philadelphia St. Louis 


PUT 


PROTECTION 


For SaFre Deposit PATRONS 
Used by 75% So. Calif. Banks 


By pressing a but- 
ton a Varnum Door 
Engine will inspir- 
ingly and smoothly 
open or 
close and 
lock 
heavy 
grill 
doors. 
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your ar- 
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write for 
catalogue 
aon 

detail 
plans. 


VARNUM Door ENGINE COMPANY 
949 Venice Blvd., Los Angeles, Calif. 
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YOUR FIXTURES. 
DESIGNED | 


FRE E'- 


BY EXPERTS 


in New York, Philadelphia and Pittsburgh now 
use HOLMES ELECTRIC PROTECTION. If : GE 
your bank is not protected by HOLMES, why : gineers are at your command. May we 


not permit our engineers to tell you of the many 


advantages of a service that has steadily grown $ fixtures? 


? Whether a complete new installation, 


quarters, as fixture specialists for near- 
ly half a century, NEWMAN will be 
delighted to submit plans for your con- 


NEW YORK PHILADELPHIA PITTSBURGH 
370 Seventh Avenue 11th and Sansom Streets 723 Liberty Avenue 
Pennsylvania 8100 Pennypacker 1500 Atlantic 3400 
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At least write for literature to keep 
our name before you. 
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WHAT DO YOU THINK? | 


«@ Being a more or less personal talk between the Epitor and the READER 1@* 


When You Have a Loss 
EORGE J. SCHALLER, president of 


the Citizens First National Bank, Storm 
Lake, Iowa, in speaking before the Missis- 
sippi Valley Conference on Commercial 
Bank Management in Chicago last month 
gave an anecdote which might well be pasted 
on the desk of every man in every bank. 
“TI entered the banking business a good 
many years ago,” he said, “and at that time 


\ 
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an old banker started me out with this 
advice: 

"You are going into the banking busi- 
ness and if you do any business, you are 
going to have losses. Now when you have a 
loss be good-natured about it for you were 
a party to the transaction when the loan 
was made and if it is an unsatisfactory 
loan it is as much your fault as it is the 


debtor’s’.”” 


For Branch Managers 


MONG the banks which have large 
group subscriptions is the People’s 
Wayne County Bank of Detroit. In renew- 
ing and enlarging its annual group sub- 
scription which now stands at 120 copies 
for 120 specified officers, Charles H. Ayers, 
vice-president says:— 

“J have watched your publication for the 
past year with the thought in mind as to 
its benefit to our Branch Managers, and I 
am led to believe that it is one of the best 
mediums that we can supply them with 
for general banking information.” 


“So Many Are the Mergers’’ 


NE friend (not a banker), writing to 

another, who is also not a banker, 

from a western city, put this line in his 
letter: 

“We never know from day to day what 
the name of our bank will be to-morrow, 
so many are the mergers.” 

Perhaps the case is stated fully strong 
enough, but perhaps also there is in this 
casual line of correspondence something to 
seriously consider, and that something for 
reflection is what may be the effect of nu- 
merous changes on the public mind? 

Is there any possibility that it may have 
an unsettling effect? 

Any possibility that here and there staid 
and conservative folk may become restive 
over the thought that their business is be- 
ing trafficked in too much. 


Floormen in Banks 


r the bank’s “traffic” worth studying? 

How many banks know the number 
of persons who cross their thresholds day 
by day? 

Is the average bank getting all the busi- 
ness that is possible from the people who 
pass up and down its corridors? 

If there were available figures as to the 
stream of humanity through the corridors, 
and those figures were studied with special 
reference to their bearing on the business of 
various departments, possibly some interest- 
ing sidelights might be obtained. 

We know that the business in some banks 
is immense—we know exactly in dollars— 
but is there any relation between the busi- 
ness, say of the Savings Department, the 
Investment Division or the Safe Deposit 
Department and what in the street is called 
“traffic”? 


Department stores have floormen to help 
the shoppers, but banks too often have only 
armed men in uniform to give the stranger 
his first greeting. 

The guard in uniform may be innately 
kind and courteous, but his training has 
been to look for and prevent evil and, do 
what he may to give a good impression, 
he cannot quite overcome in the minds of 
some sensitive natures that the visitor is 
being accosted by a policeman.” 


The greeting, or the inquiry, seems to be 
in the wrong psychological setting. 

Is it not worth considering whether or 
not this practice might not be improved 
upon—whether it might not be to the ad- 
vantage of the bank to have floormen, with 
personality, knowledge of the bank and of 
banking who, while helping customers to 
find the man or the department wanted, 
might also help to extend the service of the 
institution? 


Keep all the guards to watch and protect, 
but meet the man or woman who is bringing 
business to the bank with a little more 
affability than may be reasonably expected 
in a person whose main thought is to guard 
against danger and not to spot possibilities 
of new business in any or all departments. 


“My Only Regret’’ 


as. enclosing my check for three 
years’ subscription to the JOURNAL,” 
writes R. L. Haglund of the Citizens Na- 
tional Trust & Savings Bank, Riverside, 
Calif. ‘While I am writing I want to express 
my appreciation for the splendid magazine 
which you are now issuing. My only re- 
gret is that I do not have time to read 
each issue in its entirety. Have made a 
collection of the covers on all the recent 
numbers and find them very interesting. 
When these paintings are mounted on card- 
board with an explanation on the back of 
each they furnish an enlightening history 
of money and banking.” 
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He Likes the Reminder 


HE people who are not fond of a re. 

minder to pay probably constitute a 
safe majority in any community, but there 
are exceptions and from one of our sub- 
scribers we note the following novel con- 
fession: 

I enclose bill with my check for three 
dollars. I would be glad to send it for 
more but in that event I would miss your 
annual letter and this is worth more than 
I would save. 


Each in His Own Language 
ay | CONGRATULATE you on George E. 

Roberts’ article in the March issue 
which I have read with a great déal of 
interest, writes C. J. Claassen, vice-president 
Peters National Bank of Omaha. “If each 
banker in our country, with a farming 
background, would write similarly—in his 
own language—about the splendid intan- 
gibles of farming, a lot of the psychological 


clouds surrounding the present farm land 
market would clear away.” 


Who Will Pay the Banker? 


66 AM enclosing a problem, written in 

the form of an article, which banks 
hereabout and throughout New England 
are finding to be of some importance,” writes 
Alden G. Smith, trust officer of the Bath 
Trust Company, at Bath, Maine. 

“I wish simply to find some solution or 
remedy for the situation depicted therein, 
or to find some source of information to 
which I can turn for the solution. 

“If you can procure any comments on 
the enclosed article or place it where sug- 
gestions may be had, I shall be greatly 
obliged.” 

Mr. Smith’s article deals with a problem 
of free bank service. People are buying 
stocks, through their bankers. The bank 
does the work, assumes a real responsibility, 
and receives no compensation. All of this 
is set forth in the article by Mr. Smith 
printed elsewhere in this issue under the 
title, “Stock Market Service Comes High.” 

Following it there are statements from 
other banks telling how they have dealt 
with the problem. 

Mr. Smith’s problem is no doubt the 
problem of many another banker whose cus- 
tomers have developed a lively interest in 
the stock market. The Journal will be glad 
to hear from other bankers and the method 
in which they handle this business. 
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